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NOTE 


The terms “ overseas sterling area ” and “ rest of 
sterling area ” (the latter abbreviated in certain 
tableB as 44 USA ”) have been used to designate the 
aggregate of sterling countries other than the 
United Kingdom. 

Figures preceded by the £ sign only are ex¬ 
pressed in pounds sterling or pounds which through¬ 
out are at par with sterling : Australian and New 
Zealand pounds are shown as £A and £NZ respect¬ 
ively. Indian and Pakistan figures are generally 
given in crores of Rupees (1 crore = £750,000 until 
September 1949, when 1 crore of Pakistan rupees 
appreciated to rather more than £1 million). 

In tables which show a balance of debits and 
credits, the figures are positive unless preceded by a 
minus sign or headed by the indication “ dr.” 



INTRODUCTION 


This book is a factual study of the sterling area: its 
aim is to set out concisely, but as far as possible in 
definite outline, the external payments account of the 
system as a whole and of each of its members; to note 
the changes which have occurred during the past few 
years, and to indicate briefly the significance of those 
changes. A survey of this kind should provide a basis 
for the realistic discussion of the problems of the sterling 
area, which can be fully appreciated only if the under¬ 
lying facts are known, but policy matters have not, in 
the present instance, been included in the review. 

Even when limited in this way the task as defined 
above is not easy. In the first place, the subject itself is 
complex, comprising as it does the payments schedules 
of countries which vary greatly in importance and in 
economic structure : the facts have therefore to be 
handled with care and the presentation must be limited 
to essentials if a clear summary of an intricate system is 
to emerge. Secondly, since the facts themselves are 
scattered, in several cases inaccessible and sometimes 
wholly unavailable, it is not at present possible to make 
this statement as complete and detailed as it should be. 
Notwithstanding these difficulties, however, it seemed 
worth while to undertake a preparatory study of the 
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subject by collecting and assembling the available 
material in such a way as to give an intelligible and con¬ 
nected account of the system. 

The subject-matter and the method of presenting it 
may be shortly stated. In general terms the sterling 
area can be described 1 as an association of the United 
Kingdom with certain countries whose trade is financed 
mainly in sterling and whose reserves are mainly held in 
sterling. In a sense the system itself is no more than 
a legal entity or a book-keeping convention : the con¬ 
stituent members are the real elements in the problem, 
and a realistic study should therefore, in the first place, 
review the balance of payments of each member country. 
But since for certain purposes (such as exchange control) 
the sterling area may be regarded as a unit with a central 
reserve of gold and dollars, it is necessary also to under¬ 
take an analysis of the system’s composite balance of 
payments, and to study it on a regional basis. The 
trends revealed by this analysis lead in turn to a dis¬ 
cussion of exchange rates both within the system and 
outside it. Finally, after examining certain aspects of 
the capital account and the machinery for the making 
and execution of policy, an attempt is made to bring 
together in summary form the salient points which 
emerge from the detailed survey. 

The positive nature of the study defines its scope. 
As the object has been to give the relevant facts with a 
minimum of comment, the treatment is mainly statistical 

1 A definition ib difficult: cf “ The sterling area to-day is a monetary area 
defined by the United Kingdom Government from time to* tame in terms of ita 
Exchange Control regulations ” {Bulletin of New Zealand Reserve Bank, June 
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in character; although the statistical structure is in 
parts shaky, it is probably on the whole adequate for 
the present purpose. In the interests of brevity and 
clarity very little space has been allotted to the historical 
background or the internal economy of the countries 
concerned: as the facts of both are relatively well 
known and fairly accessible, it seemed best simply to 
describe and measure the external problem as it arose 
after the war 1 

1 A short description, in general terms, of the sterling area can be found 
m the pamphlet The Sterling Area, by Paul Bareau, or in the two lectures by 
W F Crick included m Th< Skrhng Area (Institute of Bankers, i948). A 
detailed analysis of trade problems is to be made a vailable goon by the Economic 
Coopciation Administration Mission in London 




CHAPTER I 


THE MEMBERS OF THE STERLING AREA 


The members of the sterling area together constitute 
the world’s largest and most diversified monetary system. 
Comprising as it does not only all British Common¬ 
wealth countries except Canada but also the Irish Re¬ 
public, Burma, Iraq and Iceland, 1 its structure is 
essentially complex, and an examination of the com¬ 
ponent parts is necessary to locate and identify the 
various factors at work throughout the system. In the 
present chapter it is proposed to outline the balance of 
payments situation in each of the countries concerned 
as an introduction to a survey of the sterling area as a 
whole. 

This plan should give a better view of the system 
than would a general historical account tracing its 
evolution as one aspect of the United Kingdom’s com¬ 
mercial and financial predominance during the nineteenth 
century. “ Twenty years ago no one had heard of the 
sterling area ” ; * before World War II it was still 
amorphous in character, countries such as Canada being 
sometimes (though doubtfully) classified as sterling 

1 For technical reasons Jordan was unable to remain in the sterling area 
when Palestine ceased to be a member in February 1948, but it re-entered the 
system on 1st July 1960; Libya became a member on 3rd January 19S2. 
Neither is included m the discussion which follows. As the figures are very 
small the omission is of no practical significance. 

* W. F. Crick, Origin and Development of the Sterling Area (Institute of 
Bankers, 1948). 


1 
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countries: 1 membership of the system was formally 
defined only in 1940, soon after it began to operate as a 
single unit for exchange control purposes. All these 
considerations suggest that a survey of the last ten or 
twelve years should be sufficient to elucidate the nature 
of the problems under discussion. 

To simplify the presentation, individual member 
countries may be marshalled in several groups. In the 
first would be the United Kingdom and the Irish Republic, 
linked as they are by very intimate trade and financial 
connexions ; both moreover are alike in being creditors 
on investment income account. In the next group may 
be placed Australia and New Zealand, whose rather 
similar economic structure is characteristically of the 
primary producing country type : as debtor countries 
they account for a large part of the United Kingdom’s 
overseas investments and both, too, normally depend 
for dollar supplies on the sterling area dollar pool. South 
Africa and Southern Rhodesia are akin by reason of a 
fundamental likeness in economic structure and are dis¬ 
tinctive also in that each can meet the dollar deficit 
from domestic gold resources. India, Pakistan and 
Ceylon, all in what may be termed the “ rupee area ” 
and ranking as “ under-developed ” countries, naturally 
fall together in a group which has a high dollar-eaming 
potential but after the war incurred a deficit on dollar 
account. In a fifth group may be placed the United 
Kingdom’s colonial territories, also for the most part in 
the early stages of development but constituting in the 
aggregate one of the largest sectors of the sterling area 
and one whose dollar-earning capacity is of peculiar 

1 “ We oftnnot Bay confidently, for example, whether Argentina, or Canada, 
or Estonia does or does not belong to the sterling area ” (Economist, 6th August 
1938, p 280). 
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importance in the working of the system. Finally, it 
will be convenient to take together the three foreign 
countries, Burma, Iraq and Ioeland, which are, as it 
were, attached to the sterling area rather than full 
members of the system. 

The overall balance of payments on current account 
of the countries in these six groups will be examined in 
the following sections. 

(i) The United Kingdom and Ireland 

In a study where the United Kingdom is treated as 
only one (although the most important) of the members 
of the sterling area, its balance of payments should be 
reviewed on the same basis as those of other members ; 
the treatment given here must therefore be brief, but 
since the problems involved have been much discussed 
during the past few years, only a summary of the facts 
should be necessary. In presenting this summary, how¬ 
ever, it is essential to indicate the relative importance 
of the factors underlying the changes which have taken 
place. 

A commentary on these lines is desirable because the 
United Kingdom’s post-war balance of payments diffi¬ 
culties are often attributed to factors which in reality 
are of secondary importance. It is thus sometimes said 
(or implied) that the basic difficulty has been the increase 
in the adverse trade balance, or, alternatively, the reduc¬ 
tion in invisible income occasioned by the sale of overseas 
investments and wartime shipping losses, or as a result 
of the burden of overseas debt incurred during the war. 
These views seem to derive from the statement of the prob¬ 
lem put forward at the Washington negotiations in 1945, 
when it first became possible to sum up in reasonable 
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detail the effects of the war on the international posi¬ 
tion of the United Kingdom. Study of the data then 
available yielded the following analysis of the causes of 
the prospective post-war deficit. 

Lots of Exports. “ British export trade shrank to less than 
one-third of its pre-war volume and, despite some recovery . . . 
a period of acute difficulty must be faced until the reconversion 
of industry, the release of manpower and the recovery and expan¬ 
sion of export markets have begun to result in a substantial flow 
of exports 

Loss of Overseas Investments. “ It is estimated that the net 
income from overseas investments in 1945 will be less than half 
that received in 1938. This reflects the extensive liquidation of 
foreign securities, the repatriation of loans by overseas debtors, 
and the increased payments to holders of sterling debts caused by 
the heavy war expenditure which the U.K. has had to incur 
overseas ”. 

Loss of Shipping. “ More than half of the pre-war tonnage 
of British merchant shipping was lost during the war. . . . 
Until the fleet has been expanded and carrying trades abandoned 
in. the war have been recovered, the net income available from 
shipping services to supplement U.K. purchasing power abroad 
will be greatly below pre-war level ”. 

The Increase of Overseas Debt. “ . . The U.K. has incurred 
huge debts in the form of accumulated sterling balances. . . . 
There will inevitably remain heavy commitments to be met over¬ 
seas. . . . Thus apart altogether from the repayment of the war 
debts a further substantial, though temporary, burden of current 
expenditure abroad haB to be sustained. . . 1 

This analysis was made at the end of the war in an 
attempt to ascertain the magnitude of the balance of 
payments problem and the most practicable means of 
solving it. At that time it was difficult to forecast the 
probable trend of events or measure the relative import¬ 
ance of the different factors involved, and the preliminary 

1 Cmd. 6707. 
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assessment should accordingly be checked against the 
facts now available. To enable this to be done, the 
official estimates of the United Kingdom balance of 
payments are reproduced in the following table in such 
a way as to bring out the main changes and enable them 
to be seen in relation to each other; a study of the table 
will indicate whether the statements summarised above 
need to be corrected or amplified. 

UNITED KINGDOM • CURRENT BALANCE OF PAYMENTS 
(£ million) 


Year 

Exports 

Imports 

Balance 


Interest 

dr 

net 

Shipping 

(net) 

Oort 

Payment* 

Other 

Total 

1938 

633 

835 

-302 

205 

30 

176 

20 

-16 

63 

-70 

1946 

905 

1081 

-176 

154 

83 

71 

29 

-363 

95 

-344 

1947 

1136 

1560 

-426 

174 

94 

80 

33 

-230 

-3 

-645 

1948 

1584 

1790 

206 

179 

102 

77 

76 

-87 

111 

-29 

1949 

1822 

1973 

151 

189 

104 

86 

83 

-142 

146 

21 

1960 

2223 

2382 

159 

237 

114 

123 

115 

-140 

282 

221 


Soubcb Cmd. 7648, 8201, 8379. 

The figures show plainly enough that the post-war 
deficit was not a result of an increase in the adverse 
trade balance: except in 1947 the deficit on trade 
account after the war was less than before the war and 
in 1947 the increase in the adverse trade balance (as 
compared with 1938) was little more than £100 million 
while the increase in the total deficit was nearly £500 
million. Moreover, even as early as 1940 the volume of 
exports had recovered to almost the pre-war level and 
in subsequent years rose greatly above it, while in no 
post-war year before 1951 did the volume of imports 
exceed 90 per cent of the pre-war (1938) figure. On the 
whole, therefore, post-war difficulties cannot be attri¬ 
buted to a deterioration in the visible trade balance. 

In the second place it is clear that the reduction in 
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income from overseas investments is not the major cause 
of disequilibrium. In 1946 gross receipts on account of 
interest were only some £50 million less than before the 
war: this is obviously insignificant in relation to the 
total deficit, at any rate for the earlier post-war years, 
and the item increased steadily until in 1950 it was well 
above the pre-war figure. It is clear also that the 
burden of interest on account of debt incurred during 
the war was relatively small, the debit item for interest 
increasing by little more than £50 million between 1938 
and 1946. Thus when the net total on account of interest 
k assessed, it will be found that for most years the reduc¬ 
tion as against pre-war was only about £100 million. 
The fall in net investment income was therefore for 
1946-47 a minor factor and only for 1948 (when the 
overall account was nearly in balance) would it make 
up a major part of the recorded deficit. These facts 
suggest a more critical examination of the view that the 
United Kingdom has now become a debtor country; 
as this view will be examined later in detail, 1 it may 
here suffice to point out that for the years shown the 
United Kingdom remained a creditor in the sense that 
it possessed a net income on investment account.* 

It may also be verified from the table that the 
deficit on current account was not occasioned by a 
reduction in shipping income. Gross receipts from 
shipping in each post-war year were very considerably 
in excess of the pre-war figure, while the net receipts 
also were greater than before the war: in 1949-50 net 
income from shipping was on average five times as large 

1 lnjra y Chapter IV* see. (ui). 

* Interest on the United States and Canadian loans (£35 million) did not 
fall due for payment until December 1951. On the other hand the repayment 
(in October 1951) of the R.F.C. loan of 1941 freed dollar resources m the form 
of income from securities (valued at £350 million) pledged as collateral. 
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as in 1938. So far as this item is concerned, therefore, 
it would be more correct to say that the increase in 
shipping income has helped to meet the deficit arising 
from other causes. 

An explanation which refers balance of payments 
difficulties either to an increase in the adverse trade 
balance or to changes in the invisible items particularised 
above is clearly inadequate. The largest single change 
shown in the table is not in the ordinary or permanent 
categories but in the novel and exceptional debit for 
Government expenditure overseas : were it not for this 
item, there would have been a surplus in every post-war 
year except 1947 . Negligible before the war, it exceeded 
the figure for the total deficit in 1946 ; in the following 
year, when the adverse trade balance was £120 million 
larger than before the war, Government overseas ex¬ 
penditure showed as compared with pre-war an increase 
of over £200 million: in 1948-49 when the debit on 
this account was reduced to a more reasonable figure, 
equilibrium in the overall balance was approximately 
regained. The total still remains high, however, and that 
part of it attributable to military expenditure (about 
£100 million) may not in present circumstances be 
quickly reduced. Thus, for a time at least, it may have 
to be accepted as a normal constituent of the balance of 
payments. 

This apart, it should be said that although the table 
enables the relative importance of the different items in 
the deficit to be readily assessed, it does not make clear 
the full significance of what is perhaps the fundamental 
change. Figures expressed in monetary terms cannot 
without further interpretation be taken as a guide to the 
real changes which have occurred but must be related 
also to changes in prices, which are of special significance 

B 
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in a creditor country such as the United Kingdom. 

These price changes are of two kinds. In the first 
place there has been a very large increase in international 
prices, which have risen more than twofold as compared 
with pre-war. The effect of such a change (even if 
applicable equally to both exports and imports) would 
in any case have been very considerable : as the United 
Kingdom had a pre-war adverse trade balance of £300 
million, a twofold rise in both export and import prices 
would have brought the trade deficit to £600 million if 
the volume of exports and imports remained as before. 
Under the most favourable conditions, not all the in¬ 
visible credit items could have risen to an equivalent 
extent. A creditor country with a large proportion of 
income from abroad derived from fixed-interest invest¬ 
ments is in such circumstances adversely affected to a 
special degree, and even where foreign investments are 
of an equity character, it is unlikely that when prices 
have_ doubled, the monetary return will increase corre¬ 
spondingly : thus had the overseas investments of the 
United Kingdom remained intact, they might have 
yielded after the war no more than £300 million. 1 Other 
invisible credits respond more readily to price changes, 
but being (as they were) relatively small, could meet the 
increased deficit only in part. 

In fact the rise in prices presented an even more 
serious problem. Although at the end of the war export 
prices had risen to about the same extent as import 

1 Fixed-interest seounties accounted for almost two thirds of the overseas 
investments included in the Bank of England's estimates for 1938, and income 
from these (£78 million) for nearly two fifths of the total overseas investment 
income as recorded in the balance of payments estimates for that year, invest¬ 
ments not included in the Bank’s figures would probably have been predomin¬ 
antly of an equity character. According to the Bank’s estimates, the return on 
share capital rose from 6 per cent (of the nominal value) in 1938 to 9 per cent 
in 1948, »e. an increase of 60 per cent But by 1948 import pnoes had risen 
nearly threefold 
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prices, the latter subsequently rose more sharply and 
the adverse movement of the terms of trade involved in 
this disparity was of prime importance in the develop¬ 
ment of the trade deficit: if the average value of imports 
had risen by only the same proportion as that of exports, 
there would have been in 1948 a position of near-balance 
instead of the large adverse balance actually realised. 
Later, when devaluation turned the terms of trade 
against the United Kingdom, this difficulty became more 
marked still. In 1950 nearly all of the increase (£400 
million) in imports was attributable to higher prices, 
while the rise in export prices brought in rather less than 
£100 million: the deterioration of the terms of trade 
in a single year thus cost about £300 million. Taking 
again the comparison with 1938, it will be found that if 
import and export prices had risen to an equivalent 
extent, there would have been in 1950 a favourable 
balance of over £300 million. It appeared, however, 
that the adverse effect of price movements on the trade 
balance could now be largely offset by an expansion in 
income from invisible credits : these had become much 
more responsive to changes in price levels than before 
the war because investment income was more elastic 1 
and other items relatively more important. 

Notwithstanding the difficulties occasioned by price 
movements, the war seemed to have affected the overall 
balance of payments rather less than had been antici¬ 
pated. The 1946 deficit was only half the amount 
forecast for that year, and although there was a severe 
set-back in 1947, this was very quickly overcome * since 

1 On the Bank of England's figure*, holdings of fixed-mterest securities in 
1940 were £1200 million (nominal value) smaller than m 1938. Income from 
such securities conatituted in 1949 under 25 per cent of the total interest 
recorded by the Bank as compared with 50 per cent before the war. 

* Not by restricting import* : the volume of import* mcreaaed in 1048-49. 
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both visible and invisible items developed more favour¬ 
ably than had been thought likely ; as a result the 
deficit was by 1948 much smaller than in 1938 and in 
1949-50 the account showed a surplus. 1 In assessing the 
significance of these results, however, it should be re¬ 
membered that the rapid expansion in exports was to 
some extent at least due to certain factors which may be 
classed as exceptional, and that even in 1949-50 the 
volume of imports was restricted well below the pre-war 
level. The precarious nature of the equilibrium attained 
became evident in 1951 when the rate of increase in the 
volume of exports slackened, the volume of imports rose 
to about the pre-war level, and the terms of trade de¬ 
teriorated further. 

At this point the experience of the United Kingdom 
may be compared with that of Ireland, which is usually 
accorded creditor status because of its large holdings of 
external investments. In both countries a considerable 
deficit emerged after the war, although Ireland (unlike 
the United Kingdom) did not incur large wartime external 
liabilities or suffer through belligerent action any loss of 
external wealth or productive capacity. On the contrary, 
the country’s creditor status improved in some respects 
as overseas assets increased and certain invisible credit 
items showed an unexpected buoyancy. Although it is 
perhaps difficult to reconcile an improvement in creditor 
status with disequilibrium in the balance of payments, 
the circumstances in fact exemplify the general problem 
with which creditor countries were faced after the war. 

The most striking evidence of disequilibrium and the 

1 The forecast made at the time of the Washington negotiations provided 
for a deficit of £750 million in 1046 followed by one of £500 million for 1947 
and 1948 taken together, with “ some more modest deficiency in 1949 and 1950 
This gave a cumulative deficit which may well be £1250 million or even 
higher In fact the cumulative deficit for the years 1946-48 was £900 million, 
and there was a surplus in 1949 50 
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most important characteristic of the post-war balance of 
payments was the development of an import surplus on 
a scale far exceeding that usual before the war. The 
point here is not the fact of an adverse balance, which 
Ireland as a creditor country on invisible account norm¬ 
ally expects, but the increase in its size : from 1934 to 


IRELAND . CURRENT BALANCE OF PAYMENTS 
(£ million) 


Year 

Exports 

Imports 

Balance 

Interest 

dr tr 

Remit¬ 

tances 

Travel 

Pen¬ 

sions 

Total* 

1938 

24 

41 

-17 

-7 

13 

3 


2 

-3 

1939 

27 

43 

-16 

- 7 

14 

3 


2 

-3 

1940 

33 

47 

14 

7 

14 

2 


3 

-2 

1941 

32 

30 

2 

- 8 

13 

4 


3 

13 

1942 

33 

35 

-2 

-9 

14 

6 

2 

3 

17 

1943 

27 

26 

1 

-7 

14 

9 

5 

3 

26 

1944 

30 

28 

2 

-8 

15 

9 

7 

4 

31 

1945 

35 

41 

-6 

~8 

15 

10 

12 

4 

29 

1946 

39 

72 

-33 

-9 

18 

10 

18 

4 

9 

1947 

40 

131 

-91 

-10 

19 

10 

28 

4 

-38 

1948 

49 

136 

- 87 

-9 

20 

9 

33 

3 

-29 

1949 

60 

129 

-69 

-10 

19 

10 

28 

3 

-17 

1950 

72 

159 

- 87 

-11 

20 

11 

24 

3 

-36 


• Known Items 

Souhck Irish Statistical Abstract and Irish Trade Journal 


1939 the figure averaged under £20 million but in 1946 
it was £33 million, while in 1947-48 and again in 1950 it 
rose to approximately £90 million. The balance of pay¬ 
ments estimates show how the impact of this develop¬ 
ment has been cushioned by an expansion in some of the 
invisible credit items : as a result, the current balance 
in 1946 still showed a surplus, but subsequently the 
continued increase in the adverse trade balance involved 
a relatively large deficit on current account. 1 

1 The exact amount of thin deficit m in doubt * the total for “ known item* ” 
should perhaps be reduced by the " balance unaccounted for ”, which for 1946- 
1950 avoragod £8 million per year 
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A statement of the trade figures in terms of volume 
would reveal some of the factors responsible. On this 
basis, exports in 1946 were only 73 per cent of the pre¬ 
war total while the corresponding proportion for imports 
was 80 per cent. As import and export prices had risen 
to about the same extent, the large import surplus was 
partly attributable to the fall in exports ; nevertheless 
even when, as in 1960, the volume of exports had re¬ 
covered to fully the pre-war level, the import surplus 
was at almost a record figure. This result was very 
largely due to an expansion in the volume of imports, 
which by 1950 showed an increase of 43 per cent as 
compared with 1938. 

Changes in the volume of trade have thus contributed 
to the development of the adverse trade balance, but the 
price factor has been significant also. This did not 
operate through any considerable change in the terms of 
trade, since on the whole after the war these were much 
the same as before the war. 1 As, however, in recent 
years both import and export prices have risen nearly 
threefold as compared with 1938, a very large expansion 
in the adverse trade balance was to be expected even if 
exports had been maintained and imports had continued 
in normal volume. The extent to which the price factor 
has in fact operated in respect of visible trade may be 
gauged from the estimate that in terms of 1938 prices 
the adverse balance for 1950 would be only £35 million 
instead of £90 million as recorded. 

In such circumstances the maintenance of equilibrium 
in the current balance was dependent on an adequate 
expansion in the invisible items. The net credit on this 
account between 1938 and 1945 rose from under £20 
million to £40 million, and later increased to some £50-60 

1 There wu some deterioration of the terms of trade during 1950-61. 
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milli on. In this expansion the different items shared in 
varying degree: notwithstanding the large additions to 
external assets, net income from overseas investments 
showed (in absolute terms) only a small increase 1 and 
the same appbed to the figure for pensions. On the other 
hand, remittances from emigrants rose more than three¬ 
fold while tourist income, which before the war was be¬ 
lieved to be negligible, by 1948 yielded a sum equal to 
two-thirds of the return from visible exports. It was 
mainly the increase in the last-named items which helped 
to offset the adverse trade balance; nevertheless, the 
net total of recorded invisible credits failed to balance 
the account during the years 1947-50, although it was of 
material assistance in limiting the deficit. 

The comparison of conditions in the two countries 
surveyed in this section appears to show that although 
in Ireland as in the United Kingdom a balance of pay¬ 
ments problem emerged during the post-war years, the 
underlying factors differed, at least in some respects. In 
the United Kingdom an increase in exports and a reduc¬ 
tion in imports (both measured by volume) enabled the 
trade balance to be restricted to less than the pre-war 
figure, while for the three post-war years in which a 
deficit was recorded the invisible items (apart from 
Government expenditure) showed on the whole rela¬ 
tively little change (in monetary terms). In Ireland an 
increase in imports with no increase in exports involved 
a large expansion in the adverse trade balance, but in¬ 
visible credits rose also. The detailed analysis brings 
out in both cases the influence of the price factor acting 
in different ways ; in this respect the governing condition 

1 The accretion of external assets brought only a limited increase in income 
because it was the banks and the Government which enlarged their holdings, 
mainly low-yielding securities. 
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was that each country normally depended to a consider¬ 
able extent on investment income from abroad. In both 
cases, however, the greater flexibility of the balance of 
payments attained in recent years has to some extent 
offset this initial disadvantage. 

(ii) Australia and New Zealand 

The fundamental characteristics of the external 
payments problems of Australia and New Zealand are 
those normally associated with the balance of payments 
of primary producing countries. Such countries, usually 
dependent on trade in a limited range of agricultural 
products, have in the past found that export receipts 
fluctuate very considerably as a result of variations in 
export volume (due to climatic conditions) or changes in 
export prices ; downward fluctuations in turn occasioned 
payments difficulties, since the demand for imports was 
"not easily or rapidly pruned, while debt charges absorbed 
a large proportion of export receipts. The extent to 
which these characteristics have been modified during 
recent years in both Australia and New Zealand may be 
seen from the balance of payments figures. 

The estimates seem to show that, notwithstanding 
the impact of post-war strains, the external financial 
status of these countries in the years reviewed was 
probably on a firmer basis than ever before. Detailed evi¬ 
dence for this statement may be found in the rapid and 
continuous increase in exports after the war, the mainten¬ 
ance of export surpluses in the face of a large expansion 
in imports, and (more important from a longer-term 
aspect) a general improvement in the balance of pay¬ 
ments structure. This structural improvement is appar¬ 
ent not only in visible trade but also in the reduction of 
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interest on the external public debt (at a time when the 
rise in prices has materially lessened the burden of a 
given amount) and in the character of the total overseas 
debt. Further evidence is implicit in the fact that New 
Zealand was soon able to revalue its currency to parity 
with sterling, while Australia, on most technical criteria, 
was also in a position to do so. 

The improvement in the balance of payments marked 
by these developments should not be attributed solely to 
the fact that during the war Australia and New Zealand 
(unlike the United Kingdom) did not suffer any loss of 
external assets or incur large external liabilities. Of the 
several factors involved, probably the most important 
was a movement in price levels which benefited primary 
producing debtor countries as much as it reacted un¬ 
favourably on industrialised creditor countries such as 
the United Kingdom. Two aspects of this have been of 
special importance. In the first place, although the 
terms of trade during the war had appeared to move 
against Australia and New Zealand, after the war the 
relative rise in Australian export prices was very marked; 
in New Zealand, where the main export products (except 
wool) are sold under contract, the reversal of the wartime 
movement was for a time less pronounced but accelerated 
during 1950. Secondly, the general increase in price 
levels during and after the war reduced the real burden 
of overseas debt and enabled repayment to be advan¬ 
tageously carried through. In these respects it will be 
seen that the results produced by changes in price 
levels were the reverse of what occurred in the United 
Kingdom. It follows that in so far as the United King¬ 
dom was adversely affected by such conditions, the 
balance of payments of both Australia and New Zealand 
was strengthened to a corresponding extent. 
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These changes have been most strikingly exemplified 
in the case of Australia, where the increase in exports 
has permitted a very large expansion of imports. This 
was purely a post-war development and mainly occa¬ 
sioned by price movements : at the end of the war both 
exports and imports measured by volume were only some 
70 per cent of the pre-war figure, but subsequently export 
volume recovered to well above the pre-war level while 
the volume of imports increased to a much greater ex¬ 
tent. The rise in export prices was, however, so rapid 
that the surplus on trade account exceeded £A100 
million in 1948-49 and was nearly £A250 million in 
1950-51. 

The expansion of visible trade was the outstanding 
development in the post-war balance of payments, but 
certain other items should be noted also. Among these 
gold used to rank as an important credit, and just before 
the war yielded about as much foreign exchange as did 
'the trade balance. A comparison of the figures will 
show how this has changed. During the war output 
declined as a result of labour shortage and a tax on 
production, while subsequently the increase in costs 
without a corresponding increase in the price of gold 
made mining relatively unprofitable ; at the same time 
the rise in general price levels reduced the purchasing 
power of the gold output itself, while as a source of 
foreign exchange its importance declined when the trade 
surplus rose. Although devaluation should have in¬ 
creased the profitability of the industry, no considerable 
reoovery has so far taken place. 

The invisible items show in most respects a continu¬ 
ance of the favourable trend apparent in recent years, 
although large credits on Government account ceased 
after the war. The sums payable as overseas interest, 



THE MEMBERS OF THE STERLING AREA 


IT 


characteristic of a primary producing country developed 
by means of external capital, have always been of peculiar 
importance in Australia, not only because the figures 
were considerable in relation to other balance of pay¬ 
ments items, but also because Australian exports are 
liable to sudden fluctuations while interest payments 

AUSTRALIA: CURRENT BALANCE OF PAYMENTS 
(£A million) 


Year* 

Exports 

Imports 

Balance 

Gold 

Freight 

dr 

Interest 

Public Other 
Debt dr 

Govt 

Account 

ToUlt 

1938-39 

122 

109 

13 

15 

16 

28 

12 

-4 

-19 

1939-40 

161 

123 

28 

18 

28 

28 

13 

-12 

- 20 

1940-41 

144 

102 

42 

16 

27 

28 

11 

-37 

- 29 

941—42 

133 

105 

28 

15 

32 

28 

12 

15 

-27 

1942-43 

117 

71 

46 

10 

27 

27 

11 

-18 

- 10 

1943-44 

136 

69 

67 

7 

23 

27 

12 

74 

86 

1944-45 

137 

83 

54 

7 

23 

27 

12 

65 

62 

1946—46 

160 

110 

40 

7 

25 

25 

13 

59 

40 

1946-47 

265 

208 

67 

9 

30 

22 

13 

-11 

-15 

1947-48 

397 

338 

59 

9 

39 

21 

18 

6 

11 

1948-49 

622 

415 

107 

9 

46 

20 

17 

-12 

47 

1949-60 

596 

538 

57 

12 

69 

19 

19 

-8 

-18 

1950-61 

979 

743 

236 

13 

107 

10 

20 

-15 

114 


* Twelve months ended SOth June 

t Includes otheT Items such as credits on account of Interest and freight, etc , but 
excludes the so-called gifts to the United Kingdom (£i26 m in 1946-47 and £A10 m 
In 1048-49 and 1049-50) which are more properly classed as capital transactions The 
official figures for " other Interest (and the total) liave been adjusted by excluding 
earnings not remitted overseas 

Source . The Australian Balance of Payments (Commonwealth Statistician). 


(mostly on Government debt) were to a great extent 
fixed. In both respects conditions are now very different. 
Although the total amount paid as overseas interest has 
shown little change over the past ten or twelve years, 
the rise in the monetary value of exports haB reduced 
the strain on exchange resources involved in effecting the 
transfer: in 1938-39 approximately one-third of the 
proceeds of exports was required for this purpose while 
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recently the comparable proportion has been well under 
10 per cent. Furthermore, the constituents of the 
interest bill have changed, as public-debt interest has 
fallen from two-thirds to under one-half of the total; 
the reduction in the fixed-interest burden thus effected 
implies a considerable improvement in the balance of 
payments structure. Although the figure for private 
interest has risen, the increase has been moderate : in 
this respect the estimates afford a measure of the sticki¬ 
ness of investment yields, even in a period of high 
prosperity. In any case the post-war inflow of capital 
was probably in the main of an equity character, and 
from the balance of payments standpoint does not repre¬ 
sent as onerous a burden as would an increase in fixed- 
interest debt. 

The net effect of all these changes has been registered 
in very large fluctuations of the current balance. Just 
^ before the war and during the earlier war years there 
was a more or less continuous deficit, partly because the 
trade surplus normal for Australia as a debtor had 
fallen, partly because of very large Government ex¬ 
penditure overseas. Later, towards the end of the war, 
when the trade balance recovered and large credits were 
realised on Government account, the current balance 
showed a surplus, but this was not maintained through¬ 
out the post-war years as there was a deficit in 1946-47 
(when Government credits ceased) and again in 1949- 
1960, (when imports increased by over £Al00 million); 
in the following year, however, there was a very large 
surplus. 

The course of events in Australia has been in many 
respects paralleled in New Zealand, but with certain 
differences. Perhaps the fundamental contrast is that 
the New Zealand balance of payments for several years 
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functioned as part of an economy whose external trade 
was planned. On the one hand, a stabilising factor was 
the purchase of the major export products (except wool) 
bv Government organisations and their sale (mainly to 
the United Kingdom) on long-term contracts at prices 
which varied only to a limited extent from year to year. 
On the other hand, the maintenance of overall import 
control restricted imports to a level fixed in accordance 
with estimates of exports in a given period : for this 
the criterion used seems to have been an understanding 
with the United Kingdom not to import, more than could 
be earned by current receipts. As the exchange control 
covers invisible items also, capital movements are per¬ 
mitted only when considered to be innocuous. 

The results of this rigidly controlled system are 
apparent in the balance of payments figures. Since 
export prices on the long-term contract basis rose to a 
much smaller extent than in Australia (where wool, by 
far the largest export, is sold at world prices as also, for 
the most part, is wheat), until recently expansion in the 
volume of exports brought a relatively limited increase 
in export receipts : as compared with pre-war the figures 
for 1948-49 showed only a twofold increase in Now 
Zealand as against a fourfold increase in Australia, and 
it was not until wool prices soared in 1950 that this 
rigidity was overcome. A favourable trade balance has 
nevertheless been maintained, chiefly by means of a 
severe restriction of imports ; this surplus has been 
needed since Government overseas expenditure has been 
heavy and the receipts on public account which bulked 
large during the war have ceased. On the other hand, 
interest payable as well as other current invisible items 
are relatively small, the former claiming only a very small 
proportion of the proceeds of exports. 
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Figures for the war years up to and including 1945- 
1946 are shown below: they are expressed in New 
Zealand currency and include both current and capital 
items. 

Estimates of the current balance are available for 
post-war years and, as in Australia, show some con- 

NEW ZEALAND : BALANCE OF PAYMENTS 
(£NZ million) 


Year • 

Exports 

Imports 

Balanoe 

Interest, 
etc f 

dr or 

Trade 
Debite or 
Credits 

Govt. 
Account 
cr. dr.t 

Total 

(All 

Items) 

1939-40 

71 

38 

33 

3 

2 

-3 

_ 

16 

15 

1940-41 

73 

42 

31 

4 

4 

1 

— 

23 

9 

1941-42 

73 

40 

33 

4 

4 

1 

— 

36 

-2 

1942-43 

81 

33 

48 

4 

4 

— 

4 

49 

3 

1943-44 

74 

28 

46 

4 

5 

1 

14 

53 

8 

194445 

85 

31 

54 

5 

6 

3 

30 

50 

38 

1945-46 

108 

36 

72 

6 

8 

4 

17 

88 

6 

• Twelve months ended 31st March. 


+ Includes also emigrants’ funds, repatriated capital, etc 

I Includes public debt service and (in 1945-46) repayment of £NZ22 million of war 
debt. 

Source . Annual Reports of Reserve Bank of New Zealand. 

siderable fluctuations : a large surplus in 1946 was not 
maintained in the years immediately following, when the 
rapid increase in imports occasioned a small deficit. In 
these circumstances the revaluation of the New Zealand 
pound to parity with sterling in 1948 requires some 
explanation. The existing controls made it unlikely 
that the current balance would register any under¬ 
valuation at the former rate, although if Government 
transactions be excluded as only partly relevant in this 
connexion, the surplus in 1948 would have been con¬ 
siderable ; in fact revaluation seems to have been 
adopted primarily as a deflationary measure and, not¬ 
withstanding the absence of an overall surplus, it may 
have been calculated that the change could justifiably 
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be made since exporta were safeguarded by long-term 
contracts and imports were permitted only under licence. 
This also was in contrast with Australia, where a large 
current surplus in 1948-49 did not occasion a return to 
parity; in the latter case, however, a major factor in 
the situation was the lack of such import and export 
safeguards as existed in New Zealand. 1 

NEW ZEALAND. CURRENT BALANCE OF PAYMENTS 
(£stg. million) 


Year 

Exports 

Imports 

Balance 

Gold 

Net 

Interest * 

Govt. 

Account 

Other 

Total 

1946 

89 

48 

41 

1 

- 5 

-9 

1 

29 

1947 

103 

92 

11 

1 

- 4 

-16 

-1 

-9 

1948 

125 

100 

26 

1 

- 6 

-23 

— 

-4 

1949 

140 

118 

22 

1 

-7 

-16 

-6 

-6 

1960 

196 

163 

32 

1 

-5 

-3 

- 8 

17 


• Public debt interest only for 1&4C-47 ; for subsequent years this accounted for £8 
million of the total. 

Soubcb : Monthly Statistical Summary of Reserve Bank of New Zealand ; IMF. 

The net result has been reasonably satisfactory. An 
enforced reduction in imports during the war had made 
it possible to build up overseas funds from the very low 
level to which they had fallen in 1938 : the near-balance 
maintained after the war obviated any large calls on 
these funds for current needs and enabled the Dominion 
not only to redeem considerable amounts of external 
debt but also to appreciate the currency. The external 
position proved to be much less easy than in Australia, 
and there was in fact some stringency in 1949, but the 
increase in exports during the following year 1 brought 
the account into balance and occasioned a relaxation of 
licensing restrictions on imports.* 

1 See infra. Chapter III, sec. (i). 

• Due mainly to a rise of £41 million in the receipt* for wool. 

• Am a result New Zealand’s sterling reserves fell heavily in the period 
July-Deoembor 1951, 
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This brief review of the facts should suffice to show 
how the external monetary policy of both countries must 
reflect the conditions which govern the behaviour of the 
balance of payments. In Australia the most important 
of these are the possibility of a sudden heavy fall in 
exportable production and the price fluctuations charac¬ 
teristic of major exports such as wool and wheat; in 
New Zealand the unusually high degree of dependence on 
external trade is paramount. For both, therefore, the 
problem of stability in relation to the external world is of 
the highest importance. In Australia, where the balance 
of payments was relatively free from controls, official 
policy emphasised the risks attendant on exchange appre¬ 
ciation and the need of large external assets as an offset 
against the effects of possible instability. In New Zea¬ 
land the approach to the problem has been by way of a 
rigidly controlled balance of payments, which in practice 
4ias permitted a certain flexibility of policy as regards the 
level of reserves and the choice of a par of exchange. 
The figures for the current balance show that the general 
objective of stability cannot be easily attained, and 
although unusually favourable conditions have recently 
prevailed, for both countries a deficit has been forecast 
as probable in the year 1951-52. 

(iii) South Africa and Southern Rhodesia 

The two countries reviewed in this section have been 
faced with special problems during the past few years. 
The Union of South Africa being the world’s largest 
gold producer, the major characteristic of the South 
African balance of payments is the part played by gold 
in the current account: its importance is borne out 
by the fact that until recently the value of the gold out- 
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put exceeded the value of merchandise exports. 1 In 
Southern Rhodesia, also a gold producer, the balance of 
payments displayed the same feature until exports in¬ 
creased during the war. In both cases post-war experi¬ 
ence has evidenced the difficulties encountered by this 
type of economy when prices rise sharply. 


SOUTH AFRICA: CURRENT BALANCE OF PAYMENTS 
(£ million) 


Year 

Exports 

Imports 

Balance 

Gold 

Freight and 

J uHurauoe 

Interest 

Total 

1937 

41 

103 

-62 

80 

5 

-22 

-15 

1938 

33 

96 

63 

87 


,. 


1939 

34 

91 

57 

101 




1940 

43 

105 

-62 

118 




1941 

50 

122 

-72 

121 




1942 

59 

117 

-58 

119 




1943 

53 

107 

- 54 

108 

., 



1944 

77 

103 

- 26 

103 




1945 

78 

112 

-34 

105 




1946 

88 

212 

- 124 

102 

-27 

-24 

-63 

1947 

100 

303 

- 203 

97 

- 33 

24 

- 180 

1948 

132 

354 

- 222 

99 

39 

24 

- 175 

1949 

140 

314 

- 174 

114 

-34 

31 

-114 

1950 

205 

305 

-100 

147 

-31 

35 

-7 


Note Trade figured for years where no Invisible Items are shown arc* not strictly com¬ 
parable with those for other yiara 

Source : Quarterly Statistical Bulletin of South African Bearn t Bank , IMF. 


The estimates for the Union’s balance of payments 
show the function of gold as an equilibrating item, but 
also make it clear that this cannot be taken as a constant 

1 “ The interpretation of the term ' balance of payments ’ in the Union 
require* some o&re. Gold is of course both a commodity export and a monetary 
medium. It in convenient to include gold retained in this country along with 
gold exported as a credit item m the balance of payments ; for the amount of 
gold directly exported in any year is an arbitrary figure possessing little signifi¬ 
cance. . . . Bat if retamed gold is regarded as a credit item in the balance of 
payments, it must be realised that a change m the b&lanoe of payments may be 
a result not of any change in international trade or lending but of an increase or 
decrease in gold production, or in the price of gold " ( Central and Commercial 

Banking in South Africa : Report No. 12 of Social and Economic Plannin g 
Council (1948), p. 35, n.) 

C 
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factor. On the credit side of the account there are two 
variables. Not only have there been large fluctuations 
in the figures for gold during the past few years but 
merchandise exports also have increased both absolutely 
and in relation to gold. The extent of this change has 
been considerable : before the war the value of the gold 
output was twice that of merchandise exports, but in 
1947 the latter for the first time exceeded the former. 
The net result has been that while gold remains vital for 
balance of payments purposes, it is no longer (as before 
the war) much the largest credit item in the total. 

There is, however, an important difference between 
these two items. The increase in export returns over 
the war and post-war years was probably to a consider¬ 
able extent occasioned by a rise in export prices and not 
wholly by an increase in the volume of exports, although 
the latter also seems to have been appreciable. On the 
other hand, the value factor did not until 1949 affect 
the figures for gold output to the same extent, since 
the price of gold showed relatively little change : 1 the 
volume of production has in fact fluctuated considerably, 
increasing by almost 25 per cent between 1937 and 1941, 
but thereafter falling steadily until in 1947-48 it was 
slightly below the 1937 figure. 

The invisible items (apart from freight and insurance, 
which vary in accordance with imports) are of lesser 
significance and their movements have been in the 
aggregate relatively small. The interest item, however, 
deserves special mention. Overseas public debt was 
repatriated almost entirely during and after the war, 
but as the greater part of the external capital invested 


1 The average price per fine ounce declared by the Transvaal Chamber of 
Mines, which was 149s. in 1999, was 168a. for the years 1940-44 and rose to 
l?fts. in 1945. The post-devaluation price was 248s. 
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in the Union is on private rather than on public account, 
the interest saving effected thereby was not very large, 
and was later offset by the interest payable on the 
capital which flowed into the Union so freely after the 
war. The return on this new capital, already apparent 
in the balance of payments figures, will no doubt increase 
further in the future. 

Apart from certain minor invisible credits, mer¬ 
chandise exports and gold from current production to¬ 
gether provide the foreign exchange needed for visible 
imports as well as for the debit balance on invisible 
current account. Reference to the table will show the 
extent to which these receipts have in recent years fallen 
short of the amount required. Notwithstanding the 
large expansion in merchandise exports and the mainten¬ 
ance of gold production until 1947-48 at or above the 
pre-war level, a serious deficit emerged as a result of an 
increase in imports after the war. In accounting for 
this increase the two factors of price and volume should 
both be taken into consideration : on a volume basis, 
imports in 1948 were estimated to be 77 per cent greater 
than in 1938 while import prices probably increased to 
at least the same extent. In these circumstances the 
fact that about one-half of export receipts derived from 
gold, a commodity whose price did not rise pari passu 
with the prices of other commodities, necessarily in¬ 
volved a large adverse balance on the visible items ; in 
I94fi this was already £22 million while in each of the 
years 1947-49 it rose to over £100 million. 

The post-war deficit may thus be regarded as the 
resultant of three main factors. In summary form these 
can be set out as under : 

(a) Exports. A considerable increase in both the volume of 
exports and export prices was of limited effect since before 
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the war merchandise accounted for only a minor share of 
export receipts. 

(6) Gold. As gold was formerly the major credit item, a 
level of output substantially the same (in terms of volume 
and value) as before the war was wholly inadequate when 
import prices had risen perhaps twofold. 

(c) Imports. A large increase in the volume of imports 
accentuated the disequilibrium caused by the rise in 
prices. 

Fundamentally, therefore, the disequilibrium was 
attributable to the two latter factors : on the one hand 
there was the decline (in real terms) in the purchasing 
power of gold, the main export product, which virtually 
involved an adverse movement of the terms of trade; 
on the other hand, there was the increase in the volume 
of imports, attributable partly to exceptional require¬ 
ments of capital goods needed for industrial development 
and the working of new goldfields, partly to monetary 
inflation in the Union which stimulated the effective 
demand for consumers’ as well as producers’ goods. The 
increase in imports was thus in part a reflection of the 
inflow of capital from abroad, without which it could not 
have been sustained for long ; this, however, was nearly 
all sterling capital, and when South Africa left the dollar 
pool, did not cover the current deficit with non-sterling 
countries. For the latter purpose it was accordingly 
necessary to draw on the Reserve Bank’s gold stocks. 

The magnitude of the disequilibrium and its funda¬ 
mental character seem to have been under-estimated by 
the South African authorities. Even after a fall in the 
Reserve Bank’s gold stocks from £231 million at the end 
of 1946 to £187 million at the end of the following year, 
the gold loan to the United Kingdom (£80 million) was 
justified on the ground (inter alia) that the Reserve 
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Bank had “ a large amount of gold which is simply lying 
idle ” 1 and later in 1948 the Finance Minister stated 
that although the gold reserve had fallen substantially, 
it was low only in comparison with its former high level.* 
It was not until the drain on gold and dollar reserves 
rose to £68 million during the first ten months of 
1948 that it was decided (in November) to ration 
exchange for imports from non-sterling countries and to 
prohibit altogether the import of certain non-essential 
commodities. 

These measures soon proved inadequate as a correct¬ 
ive for the overall deficit, since the reduction in non- 
sterling imports was offset by an increase in those from 
sterling sources ; this in turn reduced sterling balances 
by £23 million in January-February 1949. It was then 
decided (in February) to license imports from the 
sterling area and to extend the list of prohibited imports 
from all countries ; at the same time, import licensing 
replaced exchange rationing as a means of restricting 
imports from non-sterling sources. As administrative 
reasons prevented the control of sterling imports being 
brought into operation until the end of June, there were 
large anticipatory imports, which depleted sterling 
balances and (since the inflow of sterling capital had 
now ceased) necessitated calling the gold loan for repay¬ 
ment in sterling.® It was therefore some time before the 
new restrictions effectively reduced the volume of im¬ 
ports, and the total for 1949 was not much below the 
preceding year’s figure. 

1 Statement by Minister of Mines in House of Assembly, 28th January 1948. 

* Budget speech, 9th August 1948. 

* Drawings began in March, and by September the amount of the loan 
outstanding had been reduced to £12-5 million. Just before the announcement 
of the devaluation of sterling the remainder was repaid, apparently m order to 
relieve the United Kingdom from the obligation to write up the value of the 
residue. 
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The situation was brought under control in 1950 
when the trade deficit was much below that recorded 
for 1949 and the value of the gold output was some 30 
per cent greater than a year earlier ; in the former case 
the increase in exports was the major factor responsible, 
while in the latter case the operative factor was the 


SOUTH AFRICAN RESERVE BANK 
(£ million) 



Gold 

Exchange 

1939—Decern ber 

46 

9 

1946—December 

206 

61 

1946—December 

231 

18 

1947—December 

187 

61 

1948—March 

108 

82 

June 

92 

72 

September 

66 

55 

December 

46 

36 

1949—March 

41 

10 

June 

37 

3 

September 

30 

25 

December 

46* 

59 

1960—March 

69 

81 

June 

63 

90 

September 

64 

86 

December 

70 

96 


* £31 million at the former statutory price of 172s. but revalued at 248s. 

higher sterling price obtainable for gold. Taken to¬ 
gether, these two factors reduced the overall deficit on 
current account to negligible proportions. But the delay 
in adopting corrective measures had involved the loss of 
some £200 million of gold reserves during the years 
1947-49, and by mid-1949 had almost exhausted ex¬ 
change reserves. The figures above show clearly the 
magnitude and rapidity of these losses ; they show also 
how quickly sterling reserves were restored when capital 
began to flow in again after the devaluation of the pound 
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in September 1949 and when the deficit on current 
account was corrected in the following year. 

Balance of payments changes in Southern Bhodesia, 
where several of the factors experienced in South Africa 
have been operative, reproduce on a smaller scale trends 
found in the Union. 

In this case also the figures show a very large expan¬ 
sion of merchandise trade on both sides of the account, 

SOUTHERN RHODESIA: CURRENT BALANCE OF PAYMENTS 

(£ million) 


Year 

Exports 

Import* 

Balance 

Gold 

Interest 

Govt Other 

Unilateral 
Transfers • 

Govt 

Account 

Total 

1939 

6 

9 

-3 

6 

_ 

-2 

_ 

_ 

_ 

1940 

8 

10 

-2 

7 

— 

-3 

— 

— 

2 

1941 

8 

11 

- 3 

7 

— 

- 3 

- 

2 

4 

1942 

10 

11 

-1 

6 

— 

-3 

— 

2 

ft 

1943 

9 

9 

- 

6 

— 

-2 

— 

4 

7 

1944 

11 

13 

-2 

5 

— 

-3 

- 

2 

3 

1945 

13 

13 

— 

5 

— 

- 3 

— 

1 

4 

1946 

17 

23 

-6 

5 

-1 

-3 

3 

— 

— 

1947 

19 

38 

19 

5 

1 

-3 

5 

- 

-11 

1948 

25 

48 

23 

4 

-1 

-3 

6 

1 

- 13 

1949 

30 

61 

-31 

5 

-2 

-3 

4 

1 

-24 

1950 

42 

70 

-28 

6 

- 

"ft 

3 

1 

-21 


* Mainly immigrants’ funds 

Soubob . Kconomxf and flkUistuxU Bulletin of Southern Bhodesui , IMF. 


but more for imports than for exports : the volume of 
exports rose main! 1 , as a result of the development of the 
tobacco industry, while the volume of imports increased 
(to a still greater extent) partly as a result of increased 
food requirements, partly because capital goods were 
needed for industrial development. As a result the 
adverse trade balance was by 1947 over six times the 
1939 figure, and subsequently rose still further. Before 
the war the current gold output was more than adequate 
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to cover the adverse balance of merchandise trade, but 
by 1947 had become plainly insufficient for this purpose. 

The resultant deficit was to a considerable extent 
offset by changes in some of the invisible items. During 
the war Government receipts on defence account were 
large, but they have since declined. The reduction here 
was, however, accompanied by the emergence of a new 
credit item as a result of post-war immigration: the 
total of funds brought into the Colony in this way after 
the war was very considerable. Invisible debits are still 
relatively small, although interest payable has increased 
and there has also been an increase, as yet less marked, 
in net tourist expenditure. 

The figures for the current balance are notable for 
the increase in the post-war deficit. The pre-war state of 
approximate equilibrium was replaced by credit balances 
during the war when imports were restricted because of 
supply difficulties and there were large invisible receipts 
on Government account, but very different results were 
recorded after the war when imports rose and receipts 
on Government account declined : notwithstanding the 
assistance received from immigrants’ funds, the overall 
deficit rose sharply after 1946, until in 1949 it totalled 
£24 million. These figures implied the existence of a 
balance of payments problem of some gravity. 

The parallel between South Africa and Southern 
Rhodesia is readily apparent from the outline of recent 
developments given in the preceding pages. In each 
after the war there was a massive increase in imports 
which more than offset a simultaneous and very large 
increase in exports: the expansion in the adverse 
balance of trade originating in this way proved in each 
case much greater than could be met from the domestic 
gold output, which in volume as in value showed rela- 
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tively little change as compared with pre-war. There 
was thus a fundamental disequilibrium arising from the 
divergence between the prices of gold and other com¬ 
modities, and it was not until the devaluation of sterling 
that a more appropriate relationship was established 
between the chief constituents of the balance of pay¬ 
ments. But the continued rise in world prices during 
1951 entailed fresh difficulties, which in both countries 
were reflected in a further deterioration of the visible 
balance. 

(iv) India, Pakistan and Ceylon 

The three countries surveyed m this section have a 
special place in the working of the sterling system : 
India by reason of the magnitude of its external trade is 
one of the most important member countries, and 
although the trade of Pakistan and Ceylon is on a smaller 
scale, both have a high dollar-earning potential, and the 
latter at least is generally in surplus on dollar account. 

India’s external trade and payments problem is so 
considerable, and the changes which have taken place 
over the past ten years have been so extensive, as to 
justify treatment in some detail. Many of these changes 
occurred before the emergence of India and Pakistan as 
separate states, and the sequence of events can best be 
traced by summansing in the first place the data on the 
balance of payments of undivided India. 

Wartime conditions were responsible for the major 
developments during this period. Although detailed 
figures are not available for the war years, 1 it is known 
that there was a considerable surplus on current account, 

1 Figures for the overall balance of payments on current aocount will bo 
found in the U.N. Economic Survey of Asia and the Far East t 1948, p. 267* 
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as 

occasioned partly by a favourable balance of trade, 
partly by the large sums expended in India on defence 
by the Allied Governments. This in turn gave way to 
results which are visible in the balance of payments 
figures available from 1946 onwards: these show not 
only how the situation changed after the war but how 
nearly every item was in striking contrast with the 
comparable pre-war figure. 


CURRENT BALANCE OF PAYMENTS OF PRE-PARTITION 

INDIA 
(Rb. crores) 


Year 

Exports 

Imports 

Balance 

Gold 

Interest 

Govt Other 

Govt. 

Account 

Other 

Total 

1938-39 

186 

179 

7 

23 

-17 

-10 

-14 

-5 

-16 

1946 

347 

389 

-42 

— 

10 

-9 

42 

-34 

-33 

1947 

474 

535 

-61 

-14 

17 

-12 

-31 

-46 

-121 


Source . Reserve Bank of India Bulletin; IMF. 


It will be seen from the table that the trade account 
was greatly altered in character, the pre-war favourable 
balance normal for India as a debtor country being re¬ 
placed by a very substantial adverse balance : already 
large in 1946, this adverse balance increased further in 
1947 as imports became more readily available. The 
movement of gold, which for several years before the war 
had taken the form of exports drawn from domestic 
hoards, showed signs of reverting to an older pattern 
of trade under which India imported each year large 
quantities for hoarding and industrial uses. The figures 
for Government overseas commitments are equally note¬ 
worthy, the former debit for interest on the public 
debt being replaced by a credit of approximately equal 
amount derived from interest on sterling assets built 
up during the war ; other Government charges were in 
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1946 more than offset by receipts (mainly on Defence 
account) but in 1947 again showed a large net debit. 
The remaining debit items were for the most part more 
onerous than before the war : although the figure shown 
for interest payable on private capital investment was 
in fact little altered, there was now a very large miscel¬ 
laneous debit (which may also have included interest). 
The net effect of all these changes was reflected in the 
adverse balance on current account: in 1946, when the 
United Kingdom was still, as during the war, spending 
large sums in India, this was only about twice as great 
as before the war, but in the following year, when imports 
of merchandise and gold increased while Government 
receipts fell heavily, the net deficit was over seven times 
the pre-war figure. 

In the aggregate, notwithstanding the repayment of 
the public debt and the receipt of considerable sums 
from external sources, India remained a debtor on in¬ 
visible items to an appreciable extent. If, therefore, the 
current account was to be balanced, a surplus of exports 
or an outflow of gold or a combination of both factors 
was necessary. 

It was not, however, easy to see how an export surplus 
could be created. The growing divergence between 
imports and exports had developed concurrently with a 
highly favourable movement in the terms of trade; 
thus, the rise in export prices masked a very severe 
decline in the volume of exports, which failed to recover 
after the war when the volume of imports increased. 
In part this was attributable to the downward trend in 
production : although industrial production rose to some 
extent, this contributed little to the export trade because 
the output of jute and cotton goods fell heavily while the 
decline in the major industry of agriculture necessitated 
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increased dependence on imported food grains. On the 
whole, then, even in undivided India the state of the 
balance of payments was far from satisfactory. 

The emergence of India and Pakistan as separate 
states in 1947 accentuated these difficulties. On the 
trade side the immediate effects of partition were con¬ 
siderable. In the first place, as India retained three- 
quarters of the total population but only two-thirds of 
the land while most of the important food-producing 
areas went to Pakistan, it now became necessary for the 
former country to import large quantities of food grains 
and certain raw materials such as jute and cotton ; as 
against this, of course, India had a new export market 
for manufactures in Pakistan. Secondly, since India 
retained the industrial areas and was planning further 
industrialisation, heavy imports of capital goods were 
needed for both maintenance and expansion. Thirdly, as 
many of the industrial areas were those where external 
capital had been invested, it was India which had to 
provide for the transfer of interest and profits derived 
from this investment. 1 

The extent of these changes may be seen in the balance 
of payments figures for post-partition India, although 
these are incomplete in that they exclude all trans¬ 
actions with Pakistan : the deficit with the latter country 
(nearly all on trade account) was as much as Rs. 34 crores 
in the year 1948-49 (twelve months ended June), but for 
1949 was only Rs. 14 crores and in 1950 was negligible. 

The figures for the invisible items are now in the 
aggregate relatively unimportant. The sum needed for 

1 An incidental result of tho new political set-up may be noted also. The 
integration of the princely Btates with the former British India should give the 
Government of India control over the very large amounts of gold held in the 
princes’ treasuries : the treasure of the Nizam of Hyderabad has been officially 
valued at Rs 40 crores, and that of the other princes must be in the aggregate 
immense. 
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the service of private capital is recorded at approxi¬ 
mately the same figure as that for the total debt service 
of pre-war India, but is partly offset by a contra item 
comprising mainly interest on sterling balances. Govern¬ 
ment commitments overseas have been reduced and most 
other invisible items show an appreciable surplus. 


INDIA : CURRENT BALANCE OF PAYMENTS * 
(Rs. crores) 



or 

1948 

dr 

net 

<*r 

1949 

dr. 

net 

or. 

1950 

dr 

net 

Merchandise 

427 

494 

-66 

420 

640 

-215 

540 

509 

31 

Interest 

12 

30 

-18 

11 

29 

- 18 

7 

30 

-23 

Freight, etc. 

21 

9 

12 

26 

10 

16 

27 

9 

17 

Government f 

26 

88 

- 63 

23 

36 

- 13 

22 

28 

-6 

Donations 

16 

0 

10 

16 

0 

10 

16 

5 

11 

Other 

53 

29 

25 

63 

25 

38 1 

66 

34 

32 

Total 

555 

655 

-100 

565 

746 

-181 

678 

615 

62 


• Excluding transactions with Pakistan 

t Figures for 1948 and 1949 include Xs.flO crores and Es 12 crores, respectively, paid 
for defence stores under U K -India Financial Agreement of 1948. 

Source : Indian Monthly Abstract of Statistic*. 

Two main conclusions emerge. In the first place, 
India is seen to be still a debtor on investment account, 
although the net debit is small in relation to current 
levels of visible trade, and there was in 1949-50 a surplus 
on account of all invisible items. Secondly, at least up 
to 1949, the trade deficit was of paramount importance 
in the payments problem; moreover, this deficit was 
attributable to real factors, since its constituents were a 
large reduction in the volume of exports and a large 
increase in the volume of imports. In 1950 there was 
some improvement in this sector as there was a surplus 
on visible trade, but this was due only in part to an 
increase in exports and was in part attributable to 
special factors such as the reduction in imports from 
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Pakistan occasioned by the partial suspension of trade 
after September 1949, and in imports from the United 
States following the decision to reduce dollar expendi¬ 
ture ; in addition, imports of food-grains were much 
below the preceding year’s figure. Not all of these factors 
could be expected to continue in operation, and although 
a gradual reduction in imports of food-grains had been 
planned in order to make the country self-sufficient in 
this respect after 1951, the failure of the monsoon in 
1950 made it unlikely that these plans would be realised : 
thus while the current balance showed a surplus for the 
year it was not certain that the underlying maladjust¬ 
ments had been righted. Early in 1951 the shortage of 
food-grains was so acute that it became necessary to 
reduce the ration by 25 per cent, while stocks of raw 
cotton and jute were so low that mills found it difficult 
to keep working. These difficulties (which led to the 
resumption of trade with Pakistan in February 1951) 
seemed to show that the volume of imports could not be 
restricted indefinitely at the 1950 level. 

The characteristic features of India’s balance of pay¬ 
ments are in some respects paralleled in Pakistan ; the 
latter country, like India, is almost free of external 
public debt 1 and possesses considerable external assets 
in the form of sterling balances. Unlike India, however, 
Pakistan does not normally need to import foodstuffs 
and, as there is little external capital invested in the 
country, the debit on account of private interest is small. 

In the absence of complete balance of payments 
estimates, it is not at present possible to give a full 
analysis of the overall payments problem: its two 

1 At the time of the partition the new state of India took over the whole of 
the debt of the undivided country and agreed that Pakistan need not begin to 
repay its share (tentatively estimated at some Rs.300 crores) until 1952. 
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major components can, however, be briefly set out. 

Although the data available are not altogether satis¬ 
factory , 1 the published figures for trade may be used to 
illustrate the nature of the problem; these (derived 
in part from Indian sources) are summarised below : 


TRADE OF PAKISTAN 
(Rs. crores) 



India 

1948-49 

Other 

Total 

India 

1949-50 

Other 

Total 

Exports 

117 

80 

197 

31 

88 

119 

Imports 

83 

88 

171 

27 

86 

113 

Balance 

34 

-8 

20 

4 

2 

0 


Source . Figures for trade with India in 194&-49 are India’s estimates for 
tiade with Pakistan, reversed, while those for 1949-50 are Pakistan’s official 
figures , figures for trade with other countries are those £ivcn in the State 
Bank of Pakistan Annual Reports (In both cases the period is twelve months 
ended June ) 

The breakdown of these figures shows the extent to 
which the structure of Pakistan’s external trade was 
based on trade with India and the way in which the 
overall surplus was dependent on the maintenance of a 
surplus with India. In the light of later events it became 
clear that a trade structure of this kind was vulnerable : 
when trade with India was interrupted after the devalua¬ 
tion of sterling, it was no longer possible to earn a large 
surplus in this sector, and in 1949-50 the loss seems to 
have been made good only to a small extent by some 
diversion of exports to other countries. 

In fact the balance of payments figures (which 
exclude transactions with India) show a small deficit 
for the calendar year 1948 (when there was a large surplus 
with India) and a heavy deficit for 1949 (when the surplus 

1 The Pakistan trade figures are for tTade on private account only and 
exclude Government transactions, which are considerable , furthermore, they 
take no account of illegal exports of jute, which may lie appreciable. 
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with India was comparatively small). In the aggregate, 
the overall surplus for 1948 seems to have been replaced 
by an overall deficit in 1949. In both years the large 
debits on account of Government transactions are a 
feature of the statement. 


PAKISTAN : CURRENT BALANCE OF PAYMENTS 
(Rs. crores) 




1948 



1049 


1950 



rr 

dr 

net 

cr 

dr 

net 

cr dr 

net 

Merchandise 

70 

36 

34 

84 

85 

-1 

123 87 

35 

Freight 

— 

2 

-2 

— 

2 

-2 


-8 

Interest 

— 

— 

— 

— 

1 

- 1 


-2 

Government 

— 

36 

-35 

13 

47 

-34 

.. .. 

-33 

Remittances 

— 

1 

-1 

— 

2 

-2 


-3 

Other 

6 

5 

1 

8 

13 

-5 

.. 

1 

Total* 

Estimated Balance 

77 

80 

-3 

105 

150 

- 45 

■ 

-10 

with India t 



50 



30 


10 


• Excluding transactions with India 

t Figures (rounded) for trade balance as quoted In Pakistan Economist, June 1951 , 
these arc much higher than the Indian estimates given on p 34 

Source ; Pakistan Ministry of Finance, except for figures mentioned m 
footnote 

The payments difficulties flowing from trade pro¬ 
blems were increased by certain special factors. In the 
first place, in so far as Pakistan’s external assets were in 
the form of blocked sterling, they were not freely avail¬ 
able, although releases of limited amount were negotiated 
from time to time. Moreover, under the terms of the 
payments agreement with India, only part of the surplus 
with that country was to be covered by the transfer 
of free sterling, and thus not all of the surplus could 
be utilised to offset the deficit with other countries. 1 
Finally, when the two Governments failed to reach agree- 

1 In the 1948-49 payments agreement the amount of holdings in excess of 
Rg 16 eroree which was to be credited to the holder’s No 1 (free sterling) account 
was Rs 10 crorea , in the 1949-50 agreement this was raised to Rs.20 crores. 
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ment on the exchange rate in September 1949, India 
declined to transfer to Pakistan the sterling equivalent 
(over Rs.20 crores, nearly all in free sterling) of the 
surplus on current account which had accrued to Pakistan 
up to that date. 

The unfavourable balance of payments which de¬ 
veloped in 1949 affected the level of Pakistan’s external 
assets. In July 1948 these assets were transferred from 
the Reserve Bank of India to the State Bank of Pakistan; 
during the next six months they increased appreciably, 
partly on account of assets exchanged for Indian notes 
retired from circulation in Pakistan. These latter trans¬ 
fers ceased in March 1949 and thereafter the assets of 
the State Bank of Pakistan began to decline. It should 
be noted that as the figures include sterling and Indian 
securities revalued after the appreciation of the Pakistan 
currency, the actual reduction in external assets was less 
than appears from figures expressed in rupees. 

FOREIGN ASSETS OF STATE BANK OF PAKISTAN 
(Rr crores) 



Mar 

June 

Hcpt 

1M5C 

1948 


179 

209 

264 

1949 

258 

251 

202 

189 


176 

151 

144 

163 

1951 

200 

195 

198 



Sofrce : IMF. 

The situation changed suddenly in the latter part of 
1950. The fall in external reserves was halted when the 
adverse trend in the balance of payments gave way to 
increasingly favourable results, partly because it was 
now possible to expand the volume of exports to countries 
other than India, partly because of the rise in world 
prices for commodities such as jute, wool and cotton; 

D 
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this in turn led to a relaxation of the speculative pressure 
on the Pakistan rupee which had developed when the 
weakness of the balance of payments became apparent 
in 1949-50. The position was further strengthened early 
in 1951 by a new trade agreement with India which, it 
was computed, would show a large surplus in favour of 
Pakistan. All these factors were reflected in the balance 
of payments figures for 1950, which show that equilibrium 
had been regained, and in the marked recovery of reserves 
during 1951. 

The third unit in the “ rupee area ” is Ceylon, now 
also an independent member of the Commonwealth and 
as such increasingly concerned to evolve an autonomous 
monetary policy within the framework of existing rela¬ 
tionships. Although of special importance as a dollar- 
earning member of the sterling area, Ceylon’s trade is 
in extent much less important than that of India and is 
usually smaller than that of Pakistan. 

The balance of payments figures are notable not 
only on account of the trends apparent during the past 
few years but for the magnitude of the changes which 
take place from year to year, largely because of fluctua¬ 
tions in the balance of visible trade. Notwithstanding 
the emergence of a considerable credit item on account 
of interest receivable, no doubt derived in the main from 
the return on sterling balances, there is still a heavy 
debit on investment account. The other invisible items 
do not appear to have changed radically, although the 
debit for remittances has increased to an extent which 
has more than offset the credit on account of interest. 
During the war Ceylon derived a large revenue (which 
towards the end of the war was estimated to be about 
Rs.400 million per annum) on account of defence ex¬ 
penditure by the United Kingdom ; although subse- 
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quently reduced, the item is still appreciable. This 
excepted, it is the trade balance which has shown the 
largest fluctuations: there was a favourable balance 
during the war when exports increased and imports 
were hard to obtain, but after the war a further large 

CEYLON: CURRENT BALANCE OF PAYMENTS 
(Rp. million) 


Year 

Export* 

Imports 

Balance Freight 

Investment 

Income 

(net) 

Remit¬ 

tances 

Govt 

Account 

Total 

1938 

289 

234 

55 

19 

-47 

-24 

-3 

-28 

1946 

732 

684 

48 

35 

-77 

-36 

16 

84 

1947 

854 

972 

-118 

38 

- 68 

-25 

17 

-180 

1948 

1006 

962 

44 

53 

-49 

-68 

18 

24 

1949 

1013 

1029 

-16 

51 

-29 

-58 

37 

-30 

1950 

1485 

1156 

329 

-51 

-54 

-73 

6 

147 


iSoracE : Ceylon Statistical Abstract and Quarterly Bullrtxn of Statistics. 


increase in exports was insufficient to cover rising im¬ 
ports, and in 1947 there was an adverse trade balance of 
no less than Rs.118 million, largely attributable to an 
unfavourable movement in the terms of trade. By means 
of import restrictions the adverse balance was corrected 
during 1948, but in the following year the balance of 
payments for all items was again adverse. This in turn 
was corrected when exports rose sharply in 1950, but it 
was clear that the size of the surplus then realised was 
dependent on the exceptionally high levels of export 
prices reached in that year. 

It will be seen from the particulars summarised in 
this section that balance of payments difficulties of one 
kind or another have been encountered since the war in 
each of the countries surveyed : although the factors 
responsible for these difficulties have not been identical 
and the difficulties themselves have been recently 
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lessened by higher prices for primary products, in each 
case deficits of varying size have emerged. As all three 
countries have now formulated development plans 
which will require the import of considerable quantities 
of capital goods, it seems likely that, unless price trends 
remain exceptionally favourable, these deficits may 
continue for several years, perhaps on an even larger 
scale. This was taken into account in the estimates 
drawn up for the Colombo Plan, which include a balance 
of payments forecast as follows : 

FORECAST OF CURRENT BALANCE OF PAYMENTS 
(£ million) 



1940 50 

1950-51 

1951-52 

1952-53 

India • 

Exports 

314 

371 

390 

404 

Imports 

451 

501 

578 

583 

Balance 

-137 

-130 

-188 

-179 

Invisibles 

18 

26 

25 

26 

Deficit 

-119 

-104 

-163 

-154 

Pakistan : 

Exports 

106 

150 

151 

152 

Imports 

120 

166 

165 

176 

Balance 

-14 

-16 

-14 

-24 

Invisibles 

-11 

-9 

-9 

-9 

Deficit 

-25 

-25 

-23 

-33 

Ceylon • 

Exports 

80 

102 

95 

94 

Imports 

77 

85 

99 

99 

Balance 

3 

17 

-4 

-6 

Invisibles 

-5 

-9 

-8 

-9 

Deficit 

-2 

8 

-12 

-14 


Soubck Omd 8080, Appendix 2 Figures for India and Pakistan exclude 
transactions with eath other For Ceylon the first two years shown are the 
calendar years 1049 and 1950 , in the latter year the out turn is a surplus of £8 
million 

Viewed m relation to the price levels for primary 
products which were reached after the Korean crisis and 
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the resulting swing of the terms of trade in favour of 
the countries concerned, these estimates may be found 
to have overstated the amount of the probable deficit: 
in 1950-51 they were not realised for Pakistan, where 
there was an appreciable surplus in place of the deficit 
forecast, and the same was probably true of India. If, 
however, as envisaged in the estimates, prices for the 
staple exports of these countries are not maintained at 
the high levels ruling in 1950-51, the conclusion appears 
to be that this sector of the sterling area may not be able 
for a considerable time to attain viability but, on the 
contrary, may be responsible for a large and perhaps 
increasing deficit. 

(v) The Colonial Territories 

The territories which together comprise the overseas 
dependencies of the United Kingdom are, from the 
economic aspect, of varying importance and include 
many different types of economy, but notwithstanding 
this diversity, it is convenient here to treat them as a 
whole. In the absence of any official balance of payments 
figures, only tentative estimates can be presented : the 
results should be regarded as provisional, but they are 
probably adequate to show the magnitude and character¬ 
istics of the payments problem in this sector of the ster¬ 
ling area. 

Its importance is readily apparent from the figures 
for visible trade: with aggregate exports and imports 
for 1949 at about fOOO million, the Colonies ranked next 
to the United Kingdom in the trade of the sterling area 
and well in advance of other sterling countries; very 
much larger figures were recorded for 1950. The trade 
has some special characteristics: colonial productive 
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resources, for example, are in the aggregate more varied 
than is normal in any one primary producing country, 
and exports thus comprise not only foodstuffs but 
minerals, industrial fibres and plantation crops such as 
rubber and tobacco. Furthermore, owing mainly to 
climatic conditions, colonial products are in many cases 
such as cannot be readily or economically produced else¬ 
where . Finally, a factor of high importance at the present 
time, the market for these products is exceptionally wide, 
since it includes not only agricultural and industrial 
countries but both sterling and dollar areas. 

The summary of the trade figures in the table on page 
47 brings out the impact of post-war developments. Al¬ 
though the trade of many colonies has benefited from 
the high prices obtainable for exports, and as early as 
1948 the volume of exports was estimated to be approxi¬ 
mately 25 per cent above the 1936 figure, imports have 
risen not only because of high prices and high national 
incomes but as a result of demands for the repair of war 
damage, arrears of maintenance, or the practical execu¬ 
tion of development schemes ; the result was until 1950 
a considerable adverse balance on trade account, as 
against a surplus before the war. It might have been 
expected that these conditions would persist for some 
time, but in fact when prices for colonial products rose 
sharply in 1950, the adverse balance disappeared. 

A further point which should be mentioned is that 
several colonies without productive resources of any 
extent engage in external trade on a relatively large 
scale. Primarily these are small territories such as 
Hong Kong and Aden, but also in this class are islands 
such as Malta and Cyprus and at least some of the West 
Indies. Where (as in the case of Hong Kong) the trade 
of such territories is mainly of an entrepot character, an 
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approximate equivalence of imports and exports should 
in normal times be expected, while in other cases invisible 
items in the balance of payments are likely to be of 
special importance, as is the tourist trade in the West 
Indies and defence services expenditure in Malta and 
Cyprus ; the latter item has recently become important 
also in other cases such as Malaya. 

It is necessary, therefore, to consider the trade 
balance in relation to the invisible items. The assess¬ 
ment of these is not easy, since balances of payments for 
individual colonies have seldom been published, but for 
some of the main items it is possible to compute estimates 
which should at least serve to indicate the magnitude of 
the sums involved. The main heads would be as follows : 

(1) Interest on Government Debt. In the Colonies, as 
in other primary producing countries, interest on over¬ 
seas Government debt as an item in the balance of pay¬ 
ments is now of minor importance, whether considered 
absolutely or in relation to exports. Not only has the 
rise in price levels reduced the real burden of the debt 
but the interest payable can be set off against interest re¬ 
ceivable on overseas assets, which since the war have 
varied from about £450 million to £900 million. A 
summary assessment suggests that gross overseas interest 
payable may have fallen from perhaps £4 million before 
the war, to about £3 million in the earlier post-war years, 
and has probably since risen to approximately the pre¬ 
war figure; sinking fund payments may total another 
£l million per annum. On the other hand, the interest 
receivable on sterling assets may amount to as much as 
£5 million. 

(2) Interest on Private Investment. Pre-war estimates 
of the United Kingdom’s investments in the Colonial 
Empire were of the order of £200 million ; the annual 



46 


THE STERLING AREA 


interest payable on this might have been about £15 
million: allowing for post-war recovery, the present 
total must be appreciably above the official figure of 
£14 million for 1945 (which includes Ceylon but can 
hardly include much for Malaya). A tentative esti¬ 
mate of £14 million rising to £20 million has been 
adopted. 

(3) Home Remittances. These payments appear to 
be an important item in several cases, being needed for 
pension payments, leave expenditure, etc. An estimate 
based on the relationship of such remittances (where 
known) to budgetary expenditure is included. 

(4) Miscellaneous. The items enumerated above are 
probably in normal times the most important constitu¬ 
ents of the current balance, but some others deserve 
mention. In certain cases tourist traffic is considerable ; 
in the West Indies it must yield some £5-7 million per 
annum (mostly in dollars) and there are estimates of £2 
million for East Africa and £l million for Cyprus. Ex¬ 
penditure on account of defence services is important 
also, not only in Malta (£8 million in 1948), Cyprus (£4 
million in 1947) and the West Indies (perhaps £2 million), 
but also in East Africa and Malaya (where recently it 
must have amounted to at least £10 million per annum). 
Although here again the estimate can only be very 
tentative, it might not be far from the truth to put total 
credits for all these items at approximately £20-25 
million for the earlier post-war years and £25-30 million 
subsequently. 

A summary of these figures is given on page 47 in the 
form of an estimate of the current balance for certain 
years. On this, two comments may be made. First, 
apart from the movements in the trade balance, the 
general balance of payments structure seems to have 
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improved since (if these estimates are well-founded) the 
net balance on all invisible items is now much smaller 
than before the war and is of trifling proportions in 
relation to existing export values. Secondly, the deficit 
on current account (until 1950) arising chiefly from the 
import surplus must have been covered by an inflow of 


COLONIAL TERRITORIES : AGGREGATE CURRENT 
BALANCE OF PAYMENTS 
(£ million) 



Av. 1930-38 

1947 

1948 

1049 

I960 

Exports 

170 

402 

543 

569 

912 

Imports (o.i.f.) 

150 

441 

558 

614 

772 

Balance 

20 

-39 

-15 

-45 

140 

Gold 

8 

5 

7 

7 

10 

Interest : 

Govt, (dr,) 

-5 

-3 

-4 

-4 

-5 

Other dr. 

-15 

-14 

- 15 

- 16 

20 

Receipts 

2 

4 

4 

5 

5 

Home remittances 

-15 

-18 

-18 

- 18 

-18 

Misc. credits 

7 

20 

25 

25 

30 

Total * 

— 

-50 

-20 

-50 

140 


* Figures have been rounded to emphasise their approximate character. 

Source: Trade figures from The Colonial Territories, 1950-51 (Cmd. R243) 
(gold shipments have been deducted from the export figures as printed thoroin); 
gold from Cmd. 8201 ; invisible items estimated as detailed in text. The 
trade figures exclude Hong Kong ; they include the relatively small trade 
between other colonial territories. 

capital either in the form of grants by the United King¬ 
dom Government or through the Development Corpora¬ 
tions and private concerns ; thus, import surpluses will 
in many cases represent not only arrears of imports but 
also the effective transfer of capital. The development 
programme now contemplated, involving the expenditure 
of some £500 million (nearly all financed by external 
investment) within about ten years would in fact imply 
and justify a large annual import surplus on this account, 
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and it may be that this feature will reappear if the 
exceptionally high export prices prevailing during 1950 
are not maintained. 

(vi) Foreign Members of the System 

Apart from Jordan and Libya, both lately included 
in the system, only three foreign countries, Iraq, Burma 
and Iceland, are now members of the sterling area. Their 
balance of payments problems do not call for any lengthy 
treatment, as all were until recently of minor importance. 

Iraq. In Iraq the emergence of a considerable deficit 
in 1947-48 gave it some prominence. The possession 
and export of large supplies of oil governs the balance 
of payments situation since heavy royalties are payable 
by the oil companies to the Iraqi Government: with 
a revision of royalties and a prospective expansion of 
output, it is estimated that net receipts on this account 
will rise sharply over the next few years. 

The data now available for the balance of payments 
show a state of near-equilibrium before the war, while 
even in 1946, after several years of inflationary pressure 
occasioned by wartime conditions, the apparent dis¬ 
equilibrium was limited. Subsequently, however, when 
control of imports was relaxed, the increase in both the 
volume and the value of imports caused a large adverse 
trade balance. In 1947 it became clear that some 
measure of control of imports from other than hard 
currency countries was necessary and import control for 
luxury items was reintroduced. In the following year, 
however, the position worsened further when grain short¬ 
ages necessitated large imports of wheat and an embargo 
on grain exports. Import control was accordingly (in 
September 1948) reimposed on all items in the attempt 
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to reduce the adverse balance and this was attained in 
1949-50. 

Figures for the balance of payments are as under : 


IRAQ : BALANCE OF PAYMENTS 
(million dinars) 



Exports 

Imports 

Balance 

on 

Earnings 

Other 

Total 

1938-39 

4 

8 

-4 

2 

2 

_ 

1946 

15 

25 

-10 

4 

3 

-3 

1947 

17 

35 

-18 

8 

— 

- 10 

1948 

10 

37 

-27 

11 

2 

-13 

1949 

15 

31 

-16 

8 

3 

-6 

1950 

26 

30 

-4 

9 

3 

8 


SomtcE : IMF. 


Burma. Burma’s former importance in international 
trade was much reduced after the war by the continuance 
of disturbed conditions in many parts of the country, but 
the export trade has since recovered to a large extent, 
while imports and invisible payments, which for some 
years were heavy, have been brought under control. 

Balance of payments figures are not available in any 
detail, but official estimates show a surplus on current 
account for recent years. 


BURMA : CURRENT BALANCE OF PAYMENTS 
(Rs. million) 



Exports 

Imports 

Balance 

Invisibles 

Total 

1938-39 

485 

215 

270 

-113 

157 

1946-47 

479 

470 

9 

-251 

-242 

1947-48 

757 

594 

163 

- 403 

-240 

1948-49 

733 

373 

360 

-185 

175 

1949-50 

657 

432 

225 

-163 

62 


SouBCE: Assembled from data in Economic Survey of Burma , 1951 (Govt. 
Printer, Rangoon). For 1938-39, year ended March; in other cases, year 
ended September. 
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Iceland, The Republic of Iceland, being to a large 
extent self-sufficient, with limited natural resources, 
external trade is on a comparatively small scale, the 
only important export being fish. Figures for the 
balance of payments are as under. 


ICELAND: CURRENT BALANCE OF PAYMENTS 
(million kronur) 



Exporta 

Imports 

Balance 

Transport 

Other 

Total 

1938 

59 

51 

8 

_ 

-4 

4 

1946 

291 

449 

-168 

18 

-30 

-170 

1947 

291 

519 

-228 

10 

-23 

-241 

1948 

396 

457 

-62 

37 

-23 

47 

1949 

289 

424 

-135 

50 

-23 

-108 

1950 

421 

537 

-116 

62 

-29 

-96 


Source IMF. 




CHAPTER II 


THE STERLING AREA SYSTEM 

The payments problems of the several types of economy 
within the sterling area have in the preceding chapter 
been shown as governed by the special character of 
each ; in individual cases different factors have been of 
varying importance, and by studying each group in turn 
it has been possible to distinguish the diversity of 
development as between them. Since, however, the 
sterling area is not merely a loosely knit association of 
these groups but for some purposes should be deemed 
a unit, the different factors at work will affect the 
system itself and must therefore be studied in a wider 
context. 

Certain aspects of the problem are surveyed in the 
present chapter. The first section assembles the com¬ 
ponents of the system, notes some significant develop¬ 
ments and, through a study of the sterling account, aims 
at elucidating the relationships between sterling countries 
themselves. This is followed by a statement of the 
aggregate overall balance, which may be used as a guide 
in assessing the character and extent of changes in the 
external position of the sterling area as a whole. The 
next two sections break down the overall deficit itself 
on a regional basis and outline the problems which have 
arisen in relation to both the dollar area and Western 
Europe. 


51 
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(i) The Structure of the System 

To enable a comparison to be made between the 
components of the system, the balance of payments 
estimates of the chief member countries have been put 
together (and expressed in terms of sterling) in a single 
statement (page 53). Juxtaposition of the figures in this 
way gives a synoptic view of the structure of the 
system, shows the relative magnitudes involved and 
helps to bring out the factors underlying significant 
changes. 1 

The table makes clear the importance of qualitative 
differences between the members of the system by 
exhibiting in one frame three main types of balance of 
payments structure. These comprise creditor countries 
such as the United Kingdom and Ireland, which have 
a surplus on investment income account; the debtor 
countries of the overseas sterling area, characterised by 
a deficit on investment income account; and the special 
case of countries like South Africa and Southern Rho¬ 
desia, where before the war balance of payments equili¬ 
brium depended primarily on gold output. It is essential 
to bear in mind these qualitative differences when study¬ 
ing the nature and effects of changes during recent years, 
as the problem is somewhat more complex than would 
appear by simple contrast between the United Kingdom 
and the rest of the sterling area or between creditor and 
debtor countries. 

1 The figures are not exactly comparable, since they do not in all cases refer 
to the same period, and in some countries imports are shown c.Lf. while in 
others they are f.o.b. : on the whole, however, the data seem adequate for 
a broad general view. The year 1938 has been taken as reasonably repre¬ 
sentative of pre-war conditions and 1948 as the most suitable post-war year, 
reflecting a considerable degree of recovery from wartime conditions and free 
from the distortions induced by the exceptional circumstances of both 1949 
and 1950. 
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The quantitative aspects of the problem are no less 
significant. On examination of the export and import 
totals it will be found that, next to the United Kingdom 
(£1600 million), the Colonies (£500 million) with Australia 


THE STERLING AREA * 
(£ million) 


Member Country 


Exports Imports 

Balance 

Gold 

Interest 

Other 

Total] 

United Kingdom 

1938 

533 

835 

-302 

_ 

175 

57 

-70 


1948 

1584 

1790 

-206 

— 

77 

100 

-29 

Ireland 

1938 

24 

41 

-17 

_ 

6 

8 

-3 


1948 

49 

136 

-87 

— 

11 

47 

-29 

Australia t 

1938 

97 

87 

10 

12 

-28 

-9 

-16 


1948 

417 

332 

85 

7 

-25 

-30 

37 

New Zealand 

1938 

45 

44 

1 

1 

-7 

_ 

-5 


1948 

125 

100 

25 

1 

-6 

-23 

-4 

South Africa J 

1938 

33 

96 

-63 

87 

-22 

-11 

-9 

1948 

132 

354 

-222 

99 

-24 

-28 

-175 

S. Rhodesia § 

1938 

6 

10 

-4 

6 

-2 

_ 

— 

1948 

25 

48 

-23 

4 

-4 

10 

-13 

India |) 

1938 

139 

134 

5 

17 

-20 

-14 

-12 


1948 

373 

398 

-25 

— 

- 13 

-39 

-77 

Ceylon 

1938 

22 

18 

4 

— 

-4 

- 2 

-2 


1948 

75 

72 

3 

— 

-4 

3 

2 

Colonies 

1938 

147 

145 

2 

8 

- 18 

-8 

-20 


1948 

543 

558 

-15 

7 

-15 

7 

-20 


* Excluding foreign members of the system. 

f Figures are for twelve months ending June of year following that stated, 
i Invisibles for 1936 assumed the same as in 1937. 

I Invisibles for 1938 assumed the same as In 1939. 

II Figures for 1938 are for twelve months ended March 1939 ; figures for 1948 are for 
India and Pakistan taken together. 

and undivided India (£400 million in each case) are pre¬ 
dominant as exporters, the three latter accounting be¬ 
tween them for an aggregate which is over three-quarters 
of the United Kingdom figure ; New Zealand and South 
Africa, each with merchandise exports of approximately 
£125 million, make up the greater part of the remainder. 
On the import side the ranking is slightly different: 
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apart from the United Kingdom (£1800 million), by far 
the largest components are the Colonies (£600 million), 
India (£400 million), South Africa and Australia (£350 
million in each case): in 1948 these four countries 
between them imported very nearly as much as the 
United Kingdom. On further scrutiny it will be found 
that the aggregate of exports for the overseas sterling 
area exceeds the United Kingdom figure, while the same 
is true of imports. Such facts not only make plain in 
concrete terms the place of the overseas sterling area in 
the system but also indicate a considerable shift in pur¬ 
chasing power, since before the war the United Kingdom 
had imported much more than the rest of the sterling 
area ; the post-war figures, therefore, representing rela¬ 
tively heavier imports into overseas sterling countries 
than formerly, are evidence of what may be termed a 
marked change in the system’s centre of gravity. 

This change is implicit in the analysis of the apparent 
expansion of visible trade on both sides of the account. 
In 1948 exports were by value some three to four times 
the pre-war figure in each of the countries shown except 
Ireland. Imports in the aggregate did not rise to quite 
the same extent as the figure for the United Kingdom 
recorded little more than a twofold increase, but else¬ 
where the level was generally nearer three times that of 
pre-war, and in some cases more. Price changes account 
for a good deal of this trend, but not for all of it: the 
available volume indexes show that by 1948 exports 
were in real terms much above pre-war levels except in 
Ireland and India, while imports (in real terms) were 
below pre-war only in the United Kingdom, the increase 
elsewhere being very considerable. 1 Thus there was, in 

1 This statement is undoubtedly true of South Africa also, although index 
numbers are not available. It has boon estimated ( Econ, J. r June 1951) that 
the volume of imports in 1948 was 77 per cent greater than m 1938. 
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real as in monetary terms, an increase in visible trade 
which was unevenly distributed among the different 
parts of the system. 

Real changes of this kind are clearly fundamental, 
but it is essential also to note that the price factor is of 


INDEX NUMBERS FOR 1948 
(Pre-war - 100) 



Volume 

Exports 

Imports 

Price 

Exports 

Imports 

United Kingdom 

136 

78 

247 

289 

Ireland 

75 

127 

273 

259 

Australia 

121 

138 

333 

285 

New Zealand 

123 

114 

185 

203 

India 

67 

125 

395 

346 

Ceylon 

129 

110 

305 

443 

Colonies 

150 

150 




Source : Commonwealth countries, Commonwealth Trade in 1949 ; Ireland, 
Central Statistics Office ; data for Colonies refer to 1950 (Cmd. 8243). 


high importance. In the first place an all-round rise in 
prices itself occasions a shift in relative indebtedness, 
increasing both the adverse trade balance of creditor 
nations and the favourable balance of debtor countries ; 
moreover, an alteration in the terms of trade, if super- 
added, may accentuate or lessen the impact of changes 
in general price levels. In assessing the trade position 
over a period when price changes have been very large 
and diverse, account must betaken of both developments. 

The rise in prices is not fully apparent in the synoptic 
table, since the figures for trade reflect other factors also, 
but there can be little doubt of the extent to which it 
operated and, given the qualitative classification of 
sterling countries mentioned above, it becomes possible 
to see how it operated. It has been noted earlier that 
this was one of the main factors underlying the post-war 
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adverse trade balance of creditor countries such as the 
United Kingdom and Ireland ; it affected likewise gold- 
producing countries, and the synoptic table brings out 
very clearly the general incidence of the fall in the pur¬ 
chasing power of gold: before the war, domestic gold 
resources provided complete cover for the adverse trade 
balance of South Africa and Southern Rhodesia or a 
substantial supplement to the favourable balance of 
Australia, New Zealand, India and the Colonies, but in 
1948, even in South Africa, gold was able to perform 
these functions only to a minor degree. 

The effects of changes in price levels can be traced 
further in relation to the major invisible item of invest¬ 
ment income. For the creditor countries the results are 
readily apparent: in 1938 net investment income 
covered some 20 per cent of imports in the United 
Kingdom and about 15 per cent in Ireland, but by 1948 
the proportion which could have been so covered had 
the United Kingdom’s investment income remained at 
its former figure was only 10 per cent, while in Ireland 
(where the interest item had increased rather more than 
the volume of imports) the proportion was little more 
than 5 per cent. Conversely, debtor countries have 
benefited to a corresponding extent, interest on overseas 
debt now absorbing a much smaller proportion of the 
proceeds of exports than formerly: in Australia this 
proportion before the war was over 30 per cent, but 
by 1948-49 had fallen to under 10 per cent, and in 
other debtor countries the change has been equally 
marked; except in the case of India and the Colonies 
this has been effected with little change in the absolute 
amount of the interest payable by debtor countries. 
The general result has therefore been that this item in 
the balance of payments, formerly by far the largest of 
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the invisible items, has now become much less prominent, 
the change being advantageous to debtors and adversely 
affecting creditors : as the sterling area comprises both 
classes, the net effect is an internal shift of purchasing 
power from the latter to the former. A change of this 
kind would itself justify, and no doubt explains, at least 
part of the post-war increase in the volume of imports 
into the overseas sterling area. 

The relative decline in the role of interest has been 
accompanied by simultaneous changes in other invisible 
items. Thus, in the United Kingdom, shipping receipts 
in 1948 (on a net basis) nearly equalled net investment 
income; an even more striking instance is I reland, where 
invisible credits other than interest (mainly tourist re¬ 
ceipts and emigrants’ remittances) have risen steeply 
over the period shown. As in both cases overseas 
investment income is now small compared with that 
derived from other invisible receipts, the creditor status 
of these countries (in the sense of their ability to finance 
an import surplus) is primarily dependent not on “ un¬ 
earned ” investment income but on current earnings. 
There is in this a parallel to the increased flexibility 
imparted to the balance of payments of debtor countries 
by the slighter incidence of fixed-interest debt, since 
these new sources of income are likely to prove less rigid 
than investment income and may in fact fluctuate very 
considerably as conditions change. 

Some evidence of ability to develop new sources of 
invisible income may be found in debtor countries also, 
no doubt as a result of a fuller participation in the inter¬ 
national exchange of goods and services ; this has been 
particularly noticeable in India (emigrants’ remittances, 
etc.) and in South Africa (tourist receipts and freight), 
but the trend is not fully apparent in the summary 
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figures given here as in many cases they reflect the inci¬ 
dence of heavy Government expenditure, especially on 
Defence Account. 

In general it may be concluded that these develop¬ 
ments have altered appreciably the character of the 
sterling area. In the trade account the expansion of 
trade has involved real changes which have affected the 
weighting of the different sectors of the system. At the 
same time those movements in price levels which in 
several countries have dominated the balance of pay¬ 
ments, seem to have implied a change in relative status 
evidenced by the fact that creditor countries have 
tended to show a deficit while most debtor countries 
have benefited to a corresponding extent. Moreover, in 
many cases structural changes, due mainly to the lesser 
importance of interest items and the greater importance 
of other items, have imparted to the system a higher 
degree of internal flexibility than formerly. Finally, the 
new pattern of current payments must be taken as rele¬ 
vant to the external reserve requirements of individual 
countries because creditors need smaller reserves than 
debtors and greater flexibility in the system should, to a 
larger extent than formerly, enable adjustments to be 
made without drawing heavily on such reserves. 

The analysis may now be carried further by examining 
the relationships between sterling countries themselves. 
The sterling account, i.e. the balance of payments of 
individual sterling countries with the rest of the sterling 
area, is a pattern of inter-regional transactions, but 
changes in this sector have a bearing on the external 
position and are, reciprocally, affected by it. 

It is convenient to take first the basic facts of the 
United Kingdom balance of payments with other sterling 
countries. The figures here show that during the years 
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THE CURRENT STERLING ACCOUNT 



194? 

1948 

1949 

1960 

United Kingdom (£m.) : 

Trade 

43 

84 

151 

38 

Invisibles 

59 

148 

122 

180 

Balance 

102 

232 

273 

218 

Ireland (£m.): 

Trade 

-32 

-51 

-32 

-37 

Invisibles 

56 

64 

53 

48 

Balance 

24 

13 

21 

11 

Australia (£A.m.) : 

Trade 


45 

25 

-40 

Invisibles 


- 29 

-45 

70 

Balance 


16 

-19 

-no 

New Zealand (£m.) : 

Trade 


27 

16 

-6 

Invisibles 


-28 

-23 

- 14 

Balance 


-1 

-7 

-20 

South Africa (£m ): 

Trade 

-70 

-83 

-93 

-63 

Invisibles 

-19 

- 13 

-20 

-23 

Balance 

-89 

-96 

-113 

-86 

India * (Rs. crores). 

Trade 


-80 

- 90 

21 

Invisibles 


32 

32 

39 

Balance 


-48 

-68 

60 

Pakistan * (Rs. crores) . 

Trade 

. 

-6 

-20 

-3 

Invisibles 


-25 

-14 

-31 

Balance 


-31 

-34 

-34 

Ceylon (Rs. mill.) : 

Trade 

-25 

-168 

107 

-118 

Invisibles 



-46 

-136 

Balance 



153 

-254 

Colonies (£m.): 

Trade Balance 

-2 

-12 

-36 



* Figures exclude Indo-Pakhtan transaction* during tbe Tear 1948-49 India had a 
deficit of Rs 84 crams with Pakistan on current account (nearly all In respect of visible 
trade); for the calendar year 1949 the deficit was estimated at approximately Bs.14 crores. 

Source ; As for balance of payments statements given in Chapter I, except 
for the Colonies, where the figures are taken from The Colonial Territories, 
J9S0S1. Gold is included only in the case of the Colonies. 
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1947-49 the United King dom’s surplus with the rest of 
the sterling area was growing very rapidly, largely as a 
result of a consistently favourable balance of trade. 

This surplus is often assumed to have arisen as a 
direct result of releases from blocked sterling balances, 
but such a view leaves out of account several important 
factors : among them must be included the back-log of 
supplies due to war conditions, the absence of payments 
difficulties within the sterling area and the influence of 
established commercial connexions. Moreover, an inter¬ 
pretation along these lines is not supported by the facts 
and seems to be based on a misconception of the nature 
of the sterling system. 

This is apparent when the trade figures are analysed. 
The breakdown for the United Kingdom shows not only 
large deficits in the trade with countries such as Australia 
(until 1950), New Zealand and the Colonies, but also 
makes it plain that the surplus is mainly in respect of 
trade with countries not in receipt of sterling releases ; 
thus in the table on page 61 it will be seen that much the 
biggest surpluses are for trade with South Africa and 
Ireland, while with India, Pakistan and Ceylon (the only 
sterling countries granted large releases) 1 the account 
on the whole nearly balanced. 

The origin of the United Kingdom surplus with the 
rest of sterling area must therefore be sought elsewhere, 
as releases from blocked balances are clearly of minor 
importance in this connexion. Apart from factors 
which operate generally throughout the system, there 
are, in both Ireland and South Africa, special reasons 
which give rise to the unbalance shown on trade account. 
In the former country the basic reason is the magnitude 

1 Sterling releases to these three countries totalled £340 million in the years 
1946-49. 
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of the invisible receipts on current account (nearly as 
large as visible exports) which normally enable Ireland 
to sustain a considerable import surplus. In South 
Africa the same result has been brought about partly by 
gold sales, partly by the accrual of large sterling resources 
representing the inflow of capital into the Union after 
the war. It is perhaps worth noting also that the inflow 

U.K. BALANCE OF TRADE WITH CERTAIN COUNTRIES 

{£ million) 



1047 


104* 

1040 

I960 

South Africa 

-» 66 


f 81) 

-r 92 

+ 70 

Ireland 

4 24 


4 36 

4 24 

4 28 

India \ 

Q 

/ 

— 

4 18 

-1 

Pakistan / 

- o 

t 

4-7 

4 18 

+ 16 

Ceylon 

-11 

-13 

-12 

-11 

Southern Rhodesia 

+ 3 


4-4 

fll 

+ 7 


of capital into Australia eventually (in 1950) generated a 
surplus with that country in lieu of the customary deficit. 

This, however, is only part of the explanation. It is 
essential also to bear in mind the complex nature of the 
sterling system and the necessity of taking into account 
all its various components. In the wider context it can 
be seen that a sterling deficit is related not to trade with 
the United Kingdom only but to trade with the sterling 
area as a whole : sterling resources, therefore, are not 
necessarily or wholly spent on United Kingdom goods 
but can be used to cover a deficit with other sterling 
countries. Again the figures for India may be used to 
illustrate the point. In 1948 India’s trade with the 
United Kingdom was approximately in balance but there 
was a very large deficit with Pakistan 1 and other sterling 
countries ; there were thus in that year no unrequited 

1 The figure for Pakistan’* trade surplus with India was Rs.50 crores. 
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exports from the United Kingdom to India, and sterling 
releases were not needed to induce the level of exports 
actually recorded. As in this instance sterling releases 
were in effect used to finance imports into India from 
sterling countries other than the United Kingdom, the 
restriction of such releases would not necessarily have 
involved a reduction in imports from the United King¬ 
dom. This conclusion is relevant in the consideration of 
the dollar problem, since it means that the restriction of 
sterling releases may not in all cases, or to an equivalent 
extent, permit United Kingdom exports to be diverted to 
dollar markets. 

The interlocking of the two main sectors of the ster¬ 
ling area is, however, significant in several respects. The 
pre-war mechanism largely depended on the ability of 
the United Kingdom to find the resources needed to 
cover the deficit with the Western hemisphere : as the 
overseas sterling area, through sales of merchandise and 
gold, was in the aggregate a net dollar-earner, the United 
Kingdom was able by means of its sterling surplus to 
attract gold and dollars. After the war the position was 
very different, since the overseas sterling area no longer 
had large disposable resources of this kind, but the 
United Kingdom surplus still fulfilled a practical func¬ 
tion : by this means it was possible to meet demands for 
goods which might otherwise have been sought in hard 
currency countries, and the exports which made up the 
United Kingdom surplus therefore saved dollars in so 
far as they effectively reduced the dollar expenditure of 
the overseas sterling area. In another sense also such 
exports may save dollars, since if they enable export 
production to be maintained in overseas sterling countries, 
they lessen the dependence of the sterling area on dollar 
sources of supply. 
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These considerations should be sufficient to ensure 
careful interpretation of the figures for overseas sterling 
countries. The totals for sterling receipts and payments 
are themselves an indication of the extent to which the 
economy of each individual country is interlocked with 
the sterling area and (as will appear later 1 ) of vital 
importance in the formulation of exchange policy. Never¬ 
theless, since most of these countries hold the greater 
part of their reserves in sterling, it is the overall balance 
of payments, and not that for the sterling account only, 
which governs changes in these reserves ; moreover, a 
deficit does not necessarily imply a shortage of sterling, as 
it may be offset by drawing on accumulated sterling re¬ 
sources or by an inflow of new sterling capital. The 
figures are, however, useful in isolating the different 
forces at work in a given situation. Thus for South 
Africa they measure the extent of the current sterling 
deficit, although the effects of this deficit were offset by 
a capital inflow and therefore sterling reserves did 
not change appreciably over the whole period 1947-49. 
Conversely, India’s sterling assets in 1948 declined by 
much more than the amount of the current sterling 
deficit as a result of both the non-sterling deficit and of 
capital transfers to the United Kingdom and Pakistan. 

With these qualifications the figures for the sterling 
account may be taken as bringing out certain points of 
significance for the system generally. Not only do they 
serve to emphasise the distinction between sterling trade 
and United Kingdom trade, but they show also the 
extent to which the trade figures themselves must be 
supplemented by those for the invisible items (it will 
be seen that India, like Ireland, has here a large sur¬ 
plus). Secondly, the figures for Ceylon and the Colonies 

1 Infra, Chapter III. 
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demonstrate in effect how the deficit on sterling account 
must be covered by other means: in these cases the hypo¬ 
thecation of a proportion of dollar earnings. In the same 
way, South Africa’s sterling deficit would be of special 
importance in the absence of arrangements under which 
part of the Union’s gold production is made available to 
the central reserves of the sterling area, since, without a 
capital inflow, the deficit must be covered by gold ship¬ 
ments. Finally, the table shows how, after the devalua¬ 
tion of sterling in 1949 and the subsequent sharp rise in 
the sterling prices of primary products originating within 
the system, there was an immediate reduction in the 
United Kingdom’s favourable balance of trade with 
sterling countries ; in the first half of 1951 there was in 
fact an adverse balance in this sector. 

(ii) The Overall Deficit 

The results of the various forces at work throughout 
the system can be summed up by assessing in quantitative 
terms the changes which have taken place in the external 
position of the sterling area as a whole. The basis for 
such an assessment is the composite balance of payments 
derived from the figures for individual sterling countries : 
a statement of such a balance is shown on page 65. On 
the assumption that this is statistically adequate for the 
purpose, it is possible to measure the extent to which the 
system has lost or regained international equilibrium; 
at the same time the breakdown of the total shows how 
the disequilibrium arose and where it persists. 

The figures make clear the extent of the deterioration 
which occurred between 1938 and 1947, and the recovery 
subsequently recorded ; it can be seen that until 1950 the 
total adverse balance was greatly in excess of the pre- 
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war figure. It will be found also that the breakdown of 
this total reveals further evidence of the shift in the 
centre of gravity which has been so marked a character¬ 
istic of the post-war sterling system. Before the war the 
United Kingdom was responsible for the greater part of 
the overall deficit, while in 1947 this was attributable in 
approximately equal proportions to the United Kingdom 
and the overseas sterling area : in both the succeeding 
years, however, the United Kingdom was substantially 
in equilibrium and the deficit was almost wholly in 
respect of other sterling countries. This reversal of the 

STERLING AREA CURRENT BALANCE 
(£ million) 


Member Country 


1938 

1947 

1048 

1949 

I 960 

United Kingdom 


-70 

-545 

-29 

21 

221 

Ireland 


-3 

- 38 

-29 

-17 

-36 

Australia 


-15 

8 

37 

- 4 

-2 

New Zealand 


-5 

-9 

-4 

-5 

17 

South Africa 


-9 

-180 

- 175 

114 

-7 

Southern Rhodesia 


— 

-11 

- 13 

-24 

-21 

India 

\ 

j 

- 12 

-91 

/ - 75 

-136 

46 

Pakistan 

( -2 

-37 

-11 

Ceylon 

-2 

-14 

2 

-2 

11 

Colonies 


-20 

-50 

-20 

-50 

140 

Other* 


10 

-37 

-13 

— 

— 

Total, RSA 


-56 

-422 

-292 

-389 

137 

All Sterling Area f 


-100 

-950 

-300 

-350 

350 


• Partly estimated. t Totals rounded. 

Source : As for individual countries shown in Chapter 1, except for Aus¬ 
tralia, where 1949 and 1950 figures are for calendar years (IMF figures). 

former role of each sector of the system was so complete 
that by 1949, when the United Kingdom showed a sur¬ 
plus, the deficit for South Africa and India in each case 
exceeded £100 million, while Southern Rhodesia, Pakistan 
and the Colonies in the aggregate accounted for another 
£100 million. 
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The detailed breakdown of the deficit for the overseas 
sterling area is instructive in another way. It will be 
seen that little if any of it can be attributed to either 
Australia or New Zealand: the most important con¬ 
stituent is the deficit of the two “ gold ” countries, 
South Africa and Southern Rhodesia : the deficit of 
India and Pakistan comes next in importance, and Ire¬ 
land also had a deficit which must be accounted large, 
relative to its ranking in the system. The figures shown 
for the Colonies are perhaps subject to a margin of error 
too considerable for any very rigid conclusions, but 
prima facie at least the deficit in this case appears to 
have been comparatively moderate. 

The analysis seems to confirm the importance of the 
“ sticky ” elements in the balance of payments during a 
period of violent price changes. Utilising the structural 
classification given earlier, it can be seen that the debtor 
countries typified by Australia and New Zealand have 
registered an improvement as compared with pre-war ; 
the deterioration has been in creditor countries like 
Ireland or “ gold ” countries like South Africa and 
Southern Rhodesia, which in this context may be re¬ 
garded as analogues of creditor countries . 1 India and 
Pakistan (taken together) do not readily fit into this 
classification, probably because there was here a real 
deterioration as a result of a large reduction in the 
volume of exports and a large increase in the volume of 
imports, but the cessation of gold exports was also a 
factor of importance. The absence of any heavy and 
persistent deficit in either Ceylon or the Colonies may 
perhaps, in part at least, be due to the fact that in both 

1 “ The proceeds of gold sales play a similar role in our economy to that 
which interest on overseas investments has traditionally played in Great 
Britain’s economy ” (W. H. Rutt, The Financial Position of the Union of South 
Africa , Institute of Bankers, 1949). 
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cases the balance of payments structure was fairly 
flexible. 

These considerations underline the significance of the 
fact that the post-war current deficit of the system has 
been mainly on overseas sterling account, and the con¬ 
trast with pre-war conditions, when the deficit of the 
United Kingdom was appreciable but that of the overseas 
sterling area relatively small; moreover, if, as noted 
earlier, the rupee members of the system and perhaps the 
Colonies are for the next few years liable to be heavily in 
deficit, the new layout must be a major factor in assessing 
the prospects for viability. At the very least it is clear 
that the strength or weakness of sterling cannot be 
gauged by reference to the position of the United King¬ 
dom only, but must be related to the out-turn for the 
whole system : in this context the available data suggest 
that during the critical years 1947-49 the overseas ster¬ 
ling area was a prime determinant of the final result. 

It would no doubt be unwise to treat the estimate of 
the overall balance as a statement setting out exactly 
the magnitude of the problem : statistical reasons alone 
make it undesirable to accept the figures as other than 
approximate, and as the total is the resultant of all the 
varied forces within the system, it calls for careful in¬ 
terpretation. But there is no reason to think that the 
figures are inadequate as a representation of the changes 
which have occurred during the period shown. Even 
before the war the possibility of such changes was 
foreseen : in a study of the sterling area published in 
1939 it was pointed out that: 

“ Under present conditions it is a distinct element 
of weakness in the sterling exchange position that the 
excess of outpayments or deficit on current account 
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transactions tends to exceed gold production and dis¬ 
hoarding by such a wide margin . . . the deficit on 
current account of the United Kingdom and of the 
Sterling Empire even now shows a tendency towards 
what might be termed international overconsumption : 
its imports of goods and services tend to exceed its 
exports of goods and services by more than the entire 
gold output. Any reduction in the output or the pur¬ 
chasing power of gold would tend to aggravate this 
overconsumption problem. A major reduction would 
involve radical changes in the structure of the balance 
of payments of the United Kingdom and of the 
Sterling Empire.” 1 

The contingency foreshadowed in this passage has 
since occurred and the data now presented seem to 
confirm the general conclusion. It will, however, be 
useful to test the conclusion by an examination of a 
concrete problem : for this purpose an analysis of the 
dollar deficit is given in the following section. 

(iii) The Dollar Deficit 

The dollar needs of the sterling area since the war 
have occasioned the most serious problems which the 
system has encountered during this period. In the 
present section an attempt is made to set out the facts 
of the dollar deficit and its underlying causes ; some 
aspects of the practical working of the measures adopted 
to deal with it are noted later . 2 

In reviewing the facts of the problem it is essential 
to base the discussion on a survey of the needs and 

1 Imre de Vegh, The Pound Sierlmg, pp. 84, 100 (New York, 1939). 

* The causes and effects of the devaluation of sterling are summarised in 
Chapter III, see. (ii), and administrative measures are reviewed in Chapter V. 
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resources of the sterling area as a whole, since the member 
countries contribute to the central gold and dollar 
reserve and draw on it for dollar supplies. This central 
reserve, first created during the war as a means of 
economising scarce exchange resources by ensuring that 
they were used only for essential needs, has been de¬ 
scribed as follows: 

“ The United Kingdom undertakes to make avail¬ 
able to other sterling area countries the dollar exchange 
which they may currently require to settle unfavour¬ 
able balances in their dollar transactions. On the 
other hand, any surplus gold or dollar exchange which 
such countries may currently acquire from inter¬ 
national transactions — or, in the case of gold, from 
domestic production or dishoarding — is customarily 
made available to the United Kingdom.” 1 

This plan was based on the assumption that as some 
member countries normally earned more dollars than 
they needed, there would be a surplus available for 
countries with a dollar deficit. The pooling arrange¬ 
ments have been modified from time to time * but still 
constitute an integral part of the mechanism of the 
sterling system. The way in which this mechanism 
works, and the strains to which it has been subjected in 
recent years, are best apprehended by a study of the 
dollar receipts and payments of the various countries 
concerned : it will be convenient to consider first the 

1 Federal Reserve Bulletin, February 1941 

8 Three changes may be noted. One was the withdrawal of Houth Africa 
from the dollar pool as from 1st January 1948. The second was the introduction, 
after the war, of fixed quotas of hard currencies for certain member countries 
such ae Ireland, India, Pakistan, Ceylon and Iraq , the use of fixed quotas was 
after a short time discontinued in most cases. The third was the acknowledg¬ 
ment by the United Kingdom in 1949 that Ceylon was free to dispose of its 
dollar earnings and the allotment to Ceylon of a separate gold and dollar reserve 
taken from the central reserves. 
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deficit on account of merchandise trade and then to see 
how far this could be covered either by gold or by in¬ 
visible credits. 

The figures for dollar trade serve in the first instance 
to put into perspective the relationship of the United 
Kingdom to the rest of the sterling area in the context 


DOLLAR TRADE OF THE STERLING AREA 
(million dollars) 


Member 

Country 

Exports 

1084- 1947 

88 (av.) 

1948 

Imports 

I 1934- 1947 

38 (av.) 

1948 

1934 - 
38 (av.) 

Balance 

1947 

1048 

UK. 

280 

386 

680 

805 

1862 

1331 

-625 

-1476 

-751 

Australia 

28 

131 

161 

86 

297 

153 

-68 

-166 

8 

New Zealand 

16 

39 

44 

31 

114 

52 

- 15 

-75 

-8 

South Africa 

13 

113 

141 

80 

481 

575 

-67 

-368 

-434 

India * 

76 

289 

327 

37 

444 

367 

39 

-165 

-30 

Ceylon 

19 

41 

64 

2 

61 

21 

17 

-10 

43 

Colonies 

226 

476 

638 

72 

440 

405 

164 

29 

133 

Other 

9 

18 

27 

21 

173 

84 

-11 

-155 

-67 

Total RSA 

387 

1106 

1302 

329 

2006 

1647 

58 

-900 

-345 

Sterling Area 

667 

1492 

1882 

1134 

3868 

2978 

-466 

-2376 

-1096 


• Including Pakistan. 


Source : Sterling Area Trade Patterns, vol. i (ECA, London, 1949). 
The figures represent the merchandise trade of the countries shown with 
the United States and Canada as given in the official returns of the latter. 

of the dollar problem. This relationship can be ex¬ 
pressed in different ways. On the export side the United 
Kingdom was, in 1948 as before the war, the largest in¬ 
dividual dollar earner of the sterling area; the Colonies 
together ranked next in importance, nearly equalling the 
United Kingdom, while other member countries were of 
lesser importance, although India, Pakistan and Ceylon 
as a group were not far behind. Alternatively, however, 
the dollar earnings of the United Kingdom may be 
taken as the minor factor since the dollar exports of 
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other member countries add up to a much larger amount: 
even in 1948, after prolonged efforts to stimulate dollar 
exports, the United Kingdom accounted for less than 
one-third of the total. 

On the import side (if South Africa be included) the 
same relationship is found as between the United King¬ 
dom and the rest of the sterling area, dollar imports 
into the latter exceeding those into the former. More¬ 
over, with one important exception, the table shows 
that the individual member countries other than the 
United Kingdom rank for imports in much the same 
order as for exports, India and the Colonies being pre¬ 
dominant, apart from South Africa, the largest of all. 

On both sides of the account the figures for post-war 
years show a natural increase as compared with pre-war, 
but this has been very unevenly distributed as between 
imports and exports. The disparity had not been 
apparent immediately after the war, the import figures 
for 1946 not being unduly large when account is taken 
of the rise in price levels, but in the following year the 
United Kingdom’s imports rose by nearly 50 per cent 
while those of the rest of the sterling area were approxi¬ 
mately doubled ; the increase in the case of South 
Africa, Australia and India was particularly large, but 
it was paralleled on a rather smaller scale in other parts 
of the sterling area. The net result (in terms of value) 
for the whole sterling area as compared with pre-war 
was that while dollar exports had risen more than two¬ 
fold, dollar imports had risen nearly fourfold. The 
figures make clear the new significance of the overseas 
sterling area in relation to the United Kingdom, imports 
into the latter increasing by about 1000 million dollars 
as compared with pre-war, while in the former (before 
the war much the smaller sector) the increase was 

F 
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approximately 1700 million dollars. This was perhaps 
the first clear intimation of the impact of the post-war 
dollar problem. It was partly corrected in 1948 when 
imports and exports for the whole sterling area were 
brought into a more appropriate relationship, each being 
approximately three times the pre-war figure. 

In accounting for this increase, due weight should be 
given to the price factor, which probably became 

VOLUME OF DOLLAR TRADE IN 1948 
(1938 -100) 


Exports Imports 


United Kingdom 

130 

70 

India 

144 

456 

Australia 

433 

71 

South Africa 

656 

320 

Overseas Sterling Area 

201 

199 

All Sterling Area 

171 

110 


Source : ECE : Economic Bulletin for Europe., October 1949. Other esti¬ 
mates vary, but not to an extent which would significantly alter the results 
shown above. ThuB the Economic Cooperation Administration has estimated 
(Sterling Area Trade Pattern vol. i) that the volume of sterling area exports 
to the dollar area in 1948 was 40-50 per cent above the pre-war level while the 
volume of imports rose by only 10*15 per cent. 

especially important after the rise in United States 
prices in 1947, but changes in the volume of trade should 
be assessed also. It will be found that even after the 
high figures for 1947 had been reduced in the following 
year by agreed measures to restrict imports and stimulate 
exports, the changes in volume (as shown by the avail¬ 
able index numbers) were very large. Estimates are 
given above. 

These indexes are evidence not only of the real 
changes in trade which have come about during the past 
few years but also of how these changes operated in the 
different sectors of the sterling area. In the first place 
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they show very clearly the magnitude of the expansion 
in dollar exports after the war, both for manufactures 
from the United Kingdom and primary products from 
the overseas sterling area The contribution of the 
former, with a total in terms of volume 30 per cent 
greater than pre-war, is clearly of high significance but 
not more so than developments elsewhere. A similar 
index is not available for the Colonies as a whole, but 
the evidence goes to show that there must have been a 
very large expansion in West Africa and Malaya, two 
major components, and there was a considerable expan¬ 
sion also in India and Pakistan The very large increase 
shown by the index for both Australia and South Africa 
must be considered a minor factor, since these countries 
were among the less important dollar earners. For the 
whole of the overseas sterling area, however, the figures 
show that by 1948 the quantum of exports was twice as 
great as before the war. 

On the import side the volume figures are no less 
significant. The most notable factor is perhaps the 
extent to which the post-war problem was eased by the 
restriction of dollar imports by the United Kingdom in 
1948 : although in 1947 this country may have imported 
rather more than before the war, in the following year 
the estimates show a total 30 per cent below pre-war. 
On the other hand it is clear that the rest of the sterling 
area was importing from dollar sources much more 
heavily than before the war ; the increase in the indexes 
for both India and South Africa, two of the largest 
importers in the overseas sterling area, is a major factor 
and, although a figure for the Colonies is not available, 
it seems likely that here too the quantum of imports 
increased very greatly. For the whole of the overseas 
sterling area the figures show (in contrast with the 
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United Kingdom) a twofold increase in imports as com¬ 
pared with pre-war. 

The extent and location of the dollar deficit can now 
be appraised in detail. The problem did not assume 
crisis proportions immediately after the war : in 1946 
the deficit of both the United Kingdom and the rest of 
the sterling area was still relatively small, several mem¬ 
bers of the latter (including India) having a favourable 
dollar balance, and only South Africa a large deficit. In 
the following year, however, there was a deficit for all 
the main members of the overseas sterling area except 
the Colonies, and in the latter case the surplus was very 
small. In absolute terms by far the largest deficit was 
for South Africa, but the proportionate increase over 
earlier years was greater in several other cases, and there 
was a deficit in some countries which were formerly in 
surplus : this applied to both India and Ceylon. On 
these figures the responsibility for the position in 1947 as 
compared with pre-war seems to have been jointly 
attributable to the United Kingdom and the rest of the 
sterling area, the balance for each sector deteriorating by 
approximately 900 million dollars. 

In the following year the position was to some extent 
righted, partly as a result of a considerable expansion 
in exports from both the United Kingdom and other 
sterling countries, partly as a result of a severe restriction 
of dollar imports. In this way the United Kingdom 
deficit was reduced by some 700 million dollars and the 
same trend was apparent elsewhere except in South 
Africa, where import restrictions were not imposed until 
towards the end of the year. Apart from this, perhaps 
the most significant change was the increase in the net 
earnings of the Colomes, which were over 100 million 
dollars larger than in 1947. Moreover, so far as the dollar 



THE STEELING AREA SYSTEM 76 

pool was concerned, the drain on reserves was lessened 
by the fact that South Africa from the beginning of 1948 
was responsible for meeting its own deficit from its own 
resources. Nevertheless, the final result was not only 
an increase in the United Kingdom deficit as compared 
with pre-war but, in the rest of the sterling area, a large 
deficit instead of a surplus : in the latter sector the 
increase in imports was in fact sufficient to reduce the 
dollar earnings of the Colonies to below the pre-war 
figure, to transform India from a dollar-earner into a 
dollar-spender and to absorb in dollar payments the 
total gold output of South Africa. 

The fundamental facts of the post-war deficit there¬ 
fore include a very large increase in the adverse trade 
balance (from 500 million dollars to 1000 million dollars), 
notwithstanding a very large increase (at least 50 per 
cent) in the volume of exports and a very moderate 
increase (perhaps 10-15 per cent) in the volume of im¬ 
ports. It remains to see how such a deficit arose and 
why it was not possible to meet it in the same way as 
before the war. 

Part of the explanation lies in the fact that the 
sterling area as a whole before the war had an adverse 
balance of trade with dollar countries. The figures 
given here lend no support to the view that on mer¬ 
chandise trade account the overseas sterling area was 
before the war a large net dollar-earner : in fact, its 
dollar surplus seems to have been relatively small (little 
more than 50 million dollars) and in any case far below 
the sum needed to cover the United Kingdom deficit 
(500 million dollars). Given this adverse balance, the 
rise in price levels alone was sufficient to cause a very 
large increase in the deficit, even had the volume of 
imports and exports remained unchanged. As it was, 
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however, rising prices appear to have been accompanied 
by some adverse movement in the terms of trade : it has 
been computed that for the whole sterling area import 
prices had by 1948 risen to approximately 240 per cent 
of pre-war, while for export prices the increase was only 
about 210 per cent. 1 

The evidence thus goes to show that, at least so far 
as visible trade is concerned, the increase in the sterling 
area dollar deficit after the war was primarily attribut¬ 
able to changes in price levels. In real terms the United 
Kingdom was exporting more to dollar countries than 
before the war and importing less therefrom ; the over¬ 
seas sterling area was importing from dollar sources 
twice as much as before the war but (again in real terms) 
was paying for these imports by a twofold increase in 
exports. On a volume basis, therefore, there was no 
reason for an increase in the deficit on trade account. 

The size of the deficit can now be related to the 
resources available to cover it. Among these there was 
first of all the gold output of the sterling area. Before 
the war this was more than adequate since it exceeded the 
trade deficit,® but the figures for gold given on page 77, 
when taken in conjunction with the trade figures, show 
the extent of the change in this respect. The fact that 
physical gold production after the war was rather less 
than before the war was comparatively unimportant; 
it was primarily the increase in the trade deficit, coupled 
with the fact that the dollar price of gold was unchanged, 
which made it impracticable to cover the gap in the same 
way as formerly. Even in 1948, with a much reduced 

1 ECA : Sterling Area Trade Patterns , vol. i, p. 9. 

a Moreover, during the ’thirties the sterling area’s gold resources available 
for balance of payment purposes included not only the current output from 
mines but the large outflow from Indian hoards : this over the years 1932-38 
averaged some 150 million dollars per annum. 
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deficit, the aggregate gold output was far below the 
amount needed for this purpose, while the United 
Kingdom now encountered further difficulties because 
South Africa no longer participated in the dollar pool : 1 
as the Union accounted for most of the sterling area’s 
gold production and the whole of its current output was 
insufficient to cover its own deficit, no South African gold 


STERLING AREA GOLD PRODUCTION 
(U.S. dollars million) * 



1937-38 
(av ) 

1945 

1047 

1948 

1949 

I960 

South Africa 

418 

428 

392 

405 

410 

408 

Australia 

52 

23 

33 

31 

31 

30 

Southern Rhodesia 28 

20 

18 

U 

18 

18 

Gold Coast 

22 

19 

20 

24 

24 

24 

India 

11 

6 

6 

6 

6 

7 

New Zealand 

0 

4 

4 

3 

3 

3 

Total (incl. 
other) 

560 

508 

484 

498 

503 

501 


• At 35 U.S. dollars per oz. 

Source : IMF. 

could be made available from current production to 
meet the needs of other sterling countries. 

The possibility of covering the post-war trade deficit 
was therefore limited in the first place because the real 
value of gold had been heavily reduced. The difficulties 

1 Under the arrangements in forec in 1940-47 Soulh Africa agreed to sell 
the United Kingdom a minimum of £70 million of gold per annum, while the 
United Kingdom undertook to provide for any exchange needR the Union could 
not finance from current earnings. Subsequently (from the beginning of 1948) 
the Union became responsible for its own dollar needs and ceased to sell gold 
to the United Kingdom except to meet dollar settlement# made by the United 
Kingdom on behalf of the Union ; in that year, however, it made available to 
the United Kingdom a gold loan of £80 million, which was repaid in sterling 
during 1949. In 1950 a new agreement enabled sterling countries to earn gold 
by some of their exports to South Africa : it was thought that in this way the 
dollar pool would benefit to the extent of at least £50 million of gold per annum t 
and the Union accordingly agreed to ship that amount of gold to the United 
Kingdom each year. 
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arising on this account were increased because the in¬ 
visible items in the dollar balance of payments, which 
formerly constituted a credit of considerable importance, 
involved in the aggregate a net debit after the war. 
Exact figures for pre-war years are not available, but 
the sterling area’s net receipts from these items seem to 
have been of the order of 150-200 million dollars, nearly 
all on United Kingdom account; 1 by 1948, however, 
net payments totalled 200 million dollars, mostly on rest 
of sterling area account. 2 The change thus effected over 
the period 1938-48 involved a loss on invisibles of ap¬ 
proximately 350-400 million dollars. 

It can now be seen that just as the trade deficit itself 
was largely a result of price changes, so also these 
changes limited the extent to which it could be met 
either by gold payments or from current invisible credits. 
In the former case the operative factor was the disparity 
in the dollar price of gold as compared with other com¬ 
modities : had the price of gold been doubled like other 
prices, another 500 million dollars would have become 
available from the existing output while the higher price 
itself would have tended to stimulate output. In the 
invisible account real changes were important, but even 
had the total remained at the pre-war figure, it would 
have been of very little help in bridging the post-war gap, 
and since the pre-war invisible items were in the aggre¬ 
gate small as compared with both visible trade and 

1 The United States estimates show that in 1940 the whole sterling area 
had a net credit on invisibles of 25 million dollars (International Transactions 
of U.&., 1940-45, p. 112) but the pre-war figure was probably higher ; for 1938 
an estimate of 80 million dollars has boon suggested (ECE : Economic Bulletin 
for Europe , October 1949) and there is an estimate of 99 million dollars for 
1937 (U.N, : World Economic Report, 1949 -50, p. 208). The Canadian figures 
show that Commonwealth countries had in 1938 a surplus of 87 million dollars 
with Canada (Canadian Balance of International Payments , 1926 to 1948 , pp. 
159-60). 

* Details are given in Appendix II. 
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gold resources, it seems clear that no practicable ex¬ 
pansion in this sphere would have greatly altered the 
final result;. 

The foregoing analysis deals with the facts of the 
dollar deficit as it existed up to the end of 1948 : an 
account of the further developments which took place 
in 1949-50 will be found in the following chapter. 

(iv) European Payments 

The statement of the dollar problem given in the 
preceding section may now be contrasted with the 
problem of European payments. The major contrast is 
that the sterling area as a whole normally runs a surplus 
of considerable size in its balance of payments with 
Western Europe which, from the point of view of the 
latter, represents “ an element of disequilibrium second 
only to the dollar deficit ” : 1 this during the past few 
years has become of special significance in the context of 
attempts to integrate the economy of Western Europe 
to a greater extent than in the past. A link between 
the two systems is provided by the fact that the l T nited 
Kingdom is both the centre of the sterling area and also, 
as a member of the Organisation for European Economic 
Cooperation, one of the countries participating in the 
European Recovery Programme and in the European 
Payments Union. 

The figures for visible trade are summarised on p. 80. 
On the sterling side the United Kingdom is the country 
chiefly concerned, being responsible for approximately 
one-half of the total sterling trade with Western Europe. 

1 Cmd. 7572, p 64, the estimate for 1948-49 showed (expressed in 
dollars) a surplus of 109 million dollars for the United Kingdom and a surplus 
of 382 million dollars for the rest of the sterling area. 
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The table shows how, as in 1948-49-50, the United 
Kingdom balance can change very rapidly from surplus 
to deficit and back again ; this did not occur in trans¬ 
actions with the rest of the sterling area, which main¬ 
tained a steadily increasing surplus with Western Europe 
over the years 1947-50. On invisible account the United 
Kingdom had, after an appreciable deficit in 1946-47, a 


STERLING TRADE OF OEEC COUNTRIES * 
(£ million) 



1047 

1948 

1949 

I960 

Import* from: 

United Kingdom 

276 

384 

396 

676 

RSA 

168 

240 

336 

664 

Total 

444 

624 

744 

1140 

Exports to • 

United Kingdom 

228 

288 

420 

528 

RSA 

108 

166 

192 

264 

Total 

324 

444 

612 

792 

Trade Balance: t 

United Kingdom 

48 

96 

-24 

48 

RSA 

72 

84 

166 

300 

All Sterling Area 

120 

180 

132 

348 


* Metropolitan OEEC countries except Ireland, Iceland and the United 
Kingdom. 

t Balance is shown from the point of view of sterling countries. 

Source .* Report on Overseas Trade (Board of Trade). 

considerable surplus (over £30 million) in both 1948 and 
1949, while in 1950 this rose to nearly £100 million ; the 
available estimates for the balance of payments of over¬ 
seas sterling countries with Western Europe show in¬ 
visible items as very small. 

The structure of this trade has a bearing on the 
attempts which have been made to ease the general 
problem of intra-European payments. The existence of 
the surplus of the sterling area with Western Europe 
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was recognised in the negotiation of the 1948-49 Intra- 
European Payments Agreement, which was based on 
bilateral arrangements between pairs of countries and 
(with ECA assistance) sought to stimulate intra-Euro¬ 
pean trade by the grant of dollar aid to creditor countries 
on condition that they extended credits (“ drawing 
rights ”) of the same amount to countries with which 
they were in surplus : under that Agreement the sterling 
drawing rights (£83 million) which the United Kingdom 
made available to other European countries were calcu¬ 
lated on the basis of these countries’ requirements of 
sterling for the purchase of goods not only from the 
United Kingdom but also from the rest of the sterling 
area, and were usable by the recipient countries in any 
part of the sterling area. In the succeeding payments 
scheme (for 1949-50) it was agreed, in order to break 
down the rigid pattern of bilateral trading, that 25 per 
cent of the drawing rights granted should be multi- 
laterally convertible, these being financed by a dollar 
pool established by ECA. During the course of this 
agreement it was found that, because of devaluation and 
other changes, it was not practicable to continue opera¬ 
tions on the basis of advance estimates of deficits and 
surpluses in European trade, and it was then agreed to 
establish a clearing union not primarily dependent on 
ECA dollars but able in time to work with its own re¬ 
sources and framed so as to put intra-European trade on 
a fully multilateral basis. 

Considerable difficulties were encountered in the 
attempt to harmonise the whole system of sterling pay¬ 
ments with the proposed European Payments Union. 
The Union was conceived as a comprehensive plan for 
settling all bilateral surpluses and deficits within Europe : 
its basic principle was to make the currencies of OEEC 
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countries freely transferable within these countries as a 
group so that their payments problems with each other 
would become a single problem and not, as hitherto, a 
series of more or less isolated balance of payments 
relationships ; since under this plan all currencies would 
be virtually convertible within Europe, each country 
would have, instead of a network of bilateral credit 
and debit balances, a single net debit or credit with the 
Union. It was proposed that participating countries 
would advance to the Union certain credits in their 
own currencies ; these were intended to be sufficient to 
cover large fluctuations in trade, but when they were 
exceeded, there would be settlements in gold and dollars, 
countries in debt to the Union paying in gold or dollars 
and those with credit balances being similarly entitled to 
receive payment in this form. 

The problem which now arose was to reconcile these 
proposals with the special position of sterling : the main 
difficulty was considered to be the extent to which 
sterling was used and held by countries both within and 
without the sterling area. As part of its long-term 
policy, the United Kingdom wished to maintain and 
increase the multilateral use of sterling; it therefore 
desired to continue the existing arrangements for sterling 
payments (such as the transferable account system ) 1 
so that the countries concerned should be able to use 
their existing sterling balances and build up balances 
required as reserves. In support of this policy, it was 
urged that the United Kingdom’s bilateral payments 
agreements in effect provided the credit function pro¬ 
posed for the EPU in respect of current transactions 

1 Under the transferable account system residents of a transferable account 
country could make payments in sterling to another transferable account 
country without pnor approval by the exchange controls of these countries. 
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between the sterling area and each signatory of an agree¬ 
ment and that the settlement of balances exclusively 
through the EPU would restrict the ordinary use of 
sterling both for international payments and as currency 
reserves. A further practical objection was based on the 
belief that if the sterling balances of European countries 
were to be made available for the periodic compensations 
effected by the EPU, being reported to the Union by the 
creditor countries and debited against the United King¬ 
dom, creditor countries would be entitled to redeem 
them in gold ; this might involve a very large drain on 
gold reserves, especially if (as was thought possible) 
sterling balances held by countries not in the Union were 
to find a way into the clearing. 

It was perhaps the latter point which proved to be 
the main obstacle. The United Kingdom being both a 
member of the OEEC and the centre of the sterling 
system, hesitated to enter into commitments with 
Western Europe which would be inconsistent with its 
obligations to the sterling area. These obligations in¬ 
cluded the maintenance of the central reserves of gold 
and dollars at an adequate level; any scheme which 
suddenly activated all the sterling balances held by 
OEEC countries would be unacceptable if it endangered 
these reserves and obliged the United Kingdom to block 
sterling balances freely available under existing pay¬ 
ments agreements. It was accordingly intimated that, 
because of the reactions on sterling as an international 
and a reserve currency, the United Kingdom could not 
accept a system which made the EPU the sole lender 
with all existing credit margins and resources given up or 
brought under its control. 

These difficulties involved prolonged negotiations 
before a settlement was reached. In the scheme as 
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finally agreed (retroactive in operation from 1st July 
1960 for a period of two years) each participant was 
allotted a quota calculated by taking 15 per cent of its 
total payments transactions with other OEEC countries; 1 
within this quota surpluses or deficits on intra-European 
trade were to be settled through the EPU by a system of 
credits and debits or by gold. Each participant received 
from the EPU a line of credit equal to 60 per cent of its 
quota and extended to the Union a similar credit; the 
remainder of the quota represented the extent to which 
gold payments might be necessary while any debtor 
position beyond the quota would normally be settled in 
gold. For the sterling area these provisions had the 
incidental advantage of relieving the pressure on reserves 
formerly due to the gold clauses in the Anglo-Belgian 
and Anglo-Swiss Monetary Agreements, since, so long as 
the net payments position with OEEC countries as a 
whole was not in deficit, there was no risk of losing gold 
to the Union. 

This, however, left out of account the existing sterling 
balances of European countries, which totalled £200 
million. 2 Participants were allowed to make bilateral 
agreements with one another under which any credit 
with the Union could be held in each other’s currency ; 
this meant that countries with an overall surplus could 
hold it in sterling if desired, but unfunded debts outstand¬ 
ing at the inception of the scheme were to be amortised 
over a period of two years in the absence of agreed 
alternative arrangements. It was contemplated that 

1 Sterling area payments in OEEC countries in 1949 were 3433 million 
dollars ; payments in the reverse direction amounted to 3636 million dollars. 
The sterling area quota 15 per cent of the total. 

* This sum represents sterling held centrally bj the monetary authorities 
of OEEC countries and does not mclude sterling held by or with commercial 
banks : it is thus much less than the figure for total sterling liabilities to non- 
sterling OEEC countries (£378 million in June 1950). 
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in some oases sterling would continue to be held as 
working balances, but that in other cases sterling balances 
would be repaid at least in part. On the other hand, 
sterling held as working balances was to be made freely 
available to the holders to finance current trade and 
payments among European countries, any member of 
the EPU with a deficit on European payments being 
allowed to cover it by drawing on its sterling holdings. 
Although in this way the EPU might acquire so much old 
sterling from European countries that it would be able 
to demand gold payments from the United Kingdom, it 
was agreed that any gold lost by the sterling area under 
these provisions would be made good by a special allot¬ 
ment from ECA funds. 

The first outcome of the working of the scheme 
showed that sterling in relation to OEEC countries was 
much stronger than had been expected when the EPU 
was being negotiated : an approximate balance between 
the sterling area and the other members of the EPU 
had been forecast, but the rise in prices of sterling pro¬ 
ducts in 1950-51 was so great that in fact the sterling 
area proved to be the dominant creditor in the Union, 
and during the year its surplus with the Union exceeded 
£200 million, of which the greater part was attributable to 
overseas sterling countries. The United Kingdom ac¬ 
cordingly received £29 million in gold while OEEC 
countries drew on their sterling balances to the extent of 
£31 million ; the remainder was financed by utilising 
£54 million of the initial credits made available by the 
United Kingdom to the EPU or by an increase in credit 
extended by the United Kingdom to the Union. At the 
end of June 1951, therefore, the United Kingdom was 
in credit with the Union for over £100 million. 

The overall figures conceal a marked change which 
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occurred towards the end of the year. In May the 
sterling area ran into deficit with the Union, perhaps 
because heavy payments by European countries for raw 
materials from the overseas sterling area had slackened, 
and subsequently the deficit increased, partly because of 

PAYMENTS WITH WESTERN EUROPE 
(£ million) 


United Kingdom; 

1949-60 

1950-61 

Current Balance 

28 

43 

Other transactions 

-14 

14 

Total 

RSA: 

14 

57 

Balance 

79 

197 

Other Transfers * 

-45 

48 

-37 

217 


* On whole sterling area account. 
Source : Cmd. 8379. 


seasonal strains in respect of United Kingdom payments, 
partly because overseas sterling countries were importing 
heavily from Europe. By August the whole of the gold 
received from the Union in earlier months had been 
repaid, and later gold losses totalled £62 million; by 
December, when the debt to the Union was £193 million. 
This deficit contributed to the overall deficit of the 
United Kingdom, and before the end of the year occa¬ 
sioned the reimposition of quota restrictions on imports 
from Europe. 



CHAPTER III 


THE PROBLEM OF EXCHANGE RATES 

Although an account of the sterling area would be 
incomplete without some reference to exchange pro¬ 
blems, especially in relation to recent developments, a 
detailed survey of the whole complex of exchange rates 
and the conditions which determine tl^-m would here 
be impracticable, and only an outline of these problems 
can be given. The summary statement which follows 
will deal first of all with the pattern of exchange rates 
within the sterling area, and then consider the system as 
a whole in relation to the dollar area. 

(i) The Sterling Exchange 

The concept of the sterling area as a system where a 
fixed or relatively stable pattern of exchange rates pre¬ 
vails as between the different members is open to quali¬ 
fication. In fact, although several of these countries 
maintain their currencies at par with sterling, some 
have for different reasons in recent years found occasion 
to vary the rates in order to meet changing circumstances, 
and in certain cases problems of this kind have arisen at 
intervals over a good many years. 

The practical aspects of fluctuating exchange rates 
within the sterling system were at one time most notably 
exemplified in India, where from 1890 onwards the fall 

87 G 
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in the value of silver in terms of gold caused intermittent 
difficulties. Thus while the rupee exchange was Is. 6d. 
in 1889-90, it had fallen to Is. 3d. by 1892-93 ; subse¬ 
quently, when the Indian mints were closed to silver in 
1893 and the Is. 4d. rupee was adopted, there was a 
period of stability, but this in turn ended when during 
World War I the price of silver rose and the rupee 
followed, until in 1919 it reached 2s. 2d. An attempt 
then made to stabilise at 2s. was not successful, and in 
1921 the rate had fallen again below Is. 3d. After a 
recovery to Is. 4d. in 1923 and Is. 6d. in 1924, it was 
held at the latter figure, which received legal sanction 
in 1927. 

At this juncture, just as the rupee became stabilised, 
exchange difficulties of a type now more familiar were 
about to arise in another sector of the sterling area and 
in effect signalised the establishment of differentiated 
currencies within the system. These difficulties appeared 
first in Australia. The Australian pound and the English 
pound had generally been considered identical, since a 
permanent or serious disparity between Australian cur¬ 
rency and sterling was not thought possible, but this 
kind of semi-automatic parity with sterling ended in 
1929. In that year the cessation of long-term borrowing 
from abroad and a fall in export prices depleted Aus¬ 
tralia’s external reserves so seriously that the exchange 
rate with sterling rose above the gold export point, and 
Australia was forced off the gold standard. In 1930 
efforts were made to keep the rate close to par, but the 
quotation for the Australian pound rose from 102 at the 
end of 1929 to 109 in October 1930 ; at the beginning of 
the following year it rose further to 130 and remained at 
that figure until December 1931, when it was brought 
back to 125. At this rate an approximate equilibrium 
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appeared to have been effected, although up to the out¬ 
break of war the situation had never become really easy 
and no attempt was made to return to parity. 

The history of the exchange rate in New Zealand was 
in some respects the same as in Australia ; the parallel 
was natural since the major part of the business of the 
banks operating in New Zealand was on Australian 
account, and no separate figures were kept for exchange 
earned on New Zealand account. Between 1919 and 
1930 there were only small changes not exceeding 3 per 
cent in either direction, but in 1931 the rate was raised 
to 110 (perhaps partly because of heavy calls on New 
Zealand’s sterling funds for Australian needs). There¬ 
after, the parallel with Australia ceased, rinee it was not 
until 1933 that the New Zealand rate was raised to 125 : 
this appears to have been more a matter of deliberate 
policy than in Australia, being adopted partly in order 
to remedy the disparity between rigid internal costs and 
falling export prices, partly in order to compete in export 
markets on the same basis as Australia. No further 
change was made until parity with sterling was restored 
in 1948. 

These three instances should be sufficient to show 
that within the sterling area the rate structure has been 
neither unchanging nor rigid, but on the contrary has 
been characterised by some degree of flexibility, the 
rates for particular currencies being adjusted in order 
to meet local circumstances : in the instances given it 
will be noted that the disturbanie of existing price 
relationships was the main causative factor in this con¬ 
nexion. On the other hand it can be said that some 
degree of stability has often been maintained even when 
exchange rates elsewhere were unstable. Thus during 
the depression of the ’thirties, when falling export prices 
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imposed a severe strain, neither the Indian rupee nor 
the Irish pound varied in terms of sterling: in both 
cases, however, there were special resources available to 
implement this policy, since in India the adverse balance 
was covered by exports of gold drawn from hoards, 
while in a creditor country such as Ireland real income 
from abroad rose as prices fell. 1 

For a variety of reasons exchange problems of this 
kind received little attention during the war. While 
hostilities lasted conditions were so abnormal and the 
future so uncertain that any adjustment in exchange 
rates would have been of doubtful value ; stability was 
accordingly maintained throughout the sterling area 
notwithstanding the large balance of payments fluctua¬ 
tions experienced in many countries during the war years. 
Thus it was not until after the war that the question of 
the appropriate sterling exchange rate again became of 
practical importance. 

Proposals for realignment of the existing rate struct¬ 
ure arose first of all in India. Although the rupee had 
been stable since 1924, there was a considerable body of 
opinion not fully reconciled to the rate then chosen and 
there was, moreover, an older tradition of different 
rates ; in this case too the strictly economic arguments 
were reinforced by other considerations, such as the 
formulation of an autonomous policy as an expression of 
national independence, and the belief in the advantage 
which a depreciated rupee would afford to Indian 
industry. Thus, while there had been opposition to 
stabilisation at Is. 6d. and much said in favour of the 

1 On the other hand it may be recalled that South Africa was unable to 
remain for long on the gold standard when the United Kingdom left it, and aa 
from the beginning of 1933 restored parity with sterling. See Appendix E of 
Central and Commercial Banking m South Africa (Report No 12 of the Social 
and Economic Planning Council). 
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former rate of Is. 4d., there were now those who held 
that the high degree of inflation experienced in India 
during the war would probably justify a rate as low 
as Is. 1 

The case was of some complexity, since the facts 
seemed capable of divergent interpretations. On the 
one hand it was claimed that inflation in India both 
during and after the war was far more pronounced than 
in the United Kingdom, so that on this ground some 
depreciation of the rupee as against sterling might be 
justified. On the other hand since India had now 
become a creditor country through the repayment of the 
sterling debt and the accumulation of large overseas 
reserves, it could be held that an adverse balance of trade 
would be not only appropriate but in fact necessary if 
the sterling balances were to be repaid : on this ground 
an advance in the Indian price level as against that of 
the United Kingdom could be justified without any 
alteration in the exchange rate. The difficulty of arriving 
at an agreed conclusion was increased by the fact that 
the balance of payments test could not properly be 
applied, since the abnormal conditions of the war years 
affected exports as well as imports and continued to 
some extent even after the war. 

It was not until 1946, when the Government of India 
notified the International Monetary Fund of the initial 
parity of the rupee at Is. 6d. that the question could be 
regarded as settled. The existing rate was perhaps 
coming to be accepted as the most satisfactory one, 
although the continuance of a high degree of inflation in 
India and the deterioration of the balance of payments 
during the next few years make it doubtful whether the 
decision to stabilise at that rate was wholly justified. It 

1 E.g, S. K. Muranjan, Economics of Post-War India f p. 
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could, however, be defended on the ground that, with 
the outlook uncertain, the best policy was to make no 
alteration, especially since India’s sterling reserves were 
sufficiently large to maintain the existing rate ; more¬ 
over, it enabled large quantities of foodstuffs and (to 
a lesser extent) capital goods to be imported at lower 
costs than would have been possible with a depreciated 
rupee. 

In fact events were soon to prove some of the dis¬ 
advantages of a lower rate. When sterling was devalued 
as against the dollar, India devalued to the same extent, 
maintaining the former parity of the rupee with the 
pound on the ground that the balance of payments 
could not bear the strain of appreciation as against 
sterling. In the words of the official communique : 

“ India’s trade — both export and import — being 
so largely a trade with sterling area countries, and the 
price level being already so high, it was clear that the 
rupee could not be allowed to appreciate against 
sterling without undermining India’s competitive 
position and endangering the markets for most of her 
exports.” 

This reasoning failed to take account of the simul¬ 
taneous decision of Pakistan to maintain the former 
dollar parity, which involved the appreciation of the 
Pakistan rupee as against both sterling and the Indian 
rupee. The severe local depreciation of the Indian rupee 
effected in this way was of especial importance, since 
Pakistan supplied India with raw jute and cotton for 
manufacture in Indian mills. An appreciation of the 
Pakistan rupee would thus mean an increase in the 
prices paid by India for certain staple imports. Accord¬ 
ing to the Indian Finance Minister : 
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“ On the ratio now proposed by the Pakistan 
Government, Indian manufacturers would be com¬ 
pelled in their own interests, to refuse to buy raw jute 
and raw cotton from Pakistan to the same extent as 
they had done in the past.” 1 

This statement of the problem left out of account, so 
far as the crucial question of jute was concerned, the 
fact that the minimum prices for jute were fixed by 
Pakistan at a level 25 per cent below those ruling pre¬ 
viously and the fact that it was the increase in the Indian 
export duty on hessians after devaluation 2 rather than 
the new prices for raw jute which affected the competitive 
power of Indian mills in export markets. In any case 
the par of exchange remained purely theoretical, as the 
Central Banks of India and Pakistan declined to quote 
rates for each other’s currencies, and as a result com¬ 
mercial and monetary transactions between the two 
countries virtually ceased. 

These conditions (mitigated by smuggling and a 
barter agreement of limited scope (luring part of 1960) 
continued until February 1961, when an agreement 
running until June 1952 enabled trade to be resumed. 
The Government of India now accepted as a fact the 
devaluation of the Indian as against the Pakistan rupee. 
The reversal of policy implied in this recognition was to 
a large extent a consequence of the continued rise in 
prices for both raw and manufactured jute and cotton ; 
not only was Pakistan in these circumstances able to 
dispose of its raw materials overseas and thus strengthen 
its position as against India, but the latter country also 

1 Statement m Indian Legislature. 

* From Rb. 80 to Rs.350 per ton ; later, in 1950, it wm increased further, 
first to Rs.750 and then to Ks.1500. These high export duties on jute goods in 
fact helped Pakistan to dispose of its raw jute overseas by stimulating demand 
in processing countries other than India. 
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was impelled to expand its export trade in jute and cotton 
manufactures, and was therefore no longer disposed to 
plead inability to purchase raw materials from Pakistan 
at the sub-parity rate of exchange. 

The decision to accept a rate below par was not 
universally approved and occasioned pressure for an 
upward revaluation of the Indian rupee. This was 
advocated for three reasons : it was believed that the 
prevailing high prices for primary products would enable 
India to appreciate without adverse effects on the export 
trade ; it was hoped that appreciation, by reducing the 
cost of imports, would facilitate the procurement of 
essential supplies of food and capital goods needed for 
development; and it was feared that the new rate of 
exchange with Pakistan, if unchanged, would involve 
a strain on India’s sterling resources because it would 
mean paying higher prices for raw jute and cotton as 
well as for food-grains. Notwithstanding these argu¬ 
ments, however, the Government of India decided against 
revaluation on the ground that it would probably involve 
a balance of payments deficit. 

Little need be added as regards the effects of this 
episode on Pakistan. In retrospect it is not altogether 
easy to justify the 1949 decision to maintain the dollar 
rate unchanged and thus appreciate as against sterling 
currencies. The balance of payments figures do not 
suggest that Pakistan at the time was favourably placed 
to carry through this policy, since there was a deficit in 
the sterling account (excluding India) and in the dollar 
account while the surplus with India was to prove pre¬ 
carious : as the new policy involved a virtual suspension 
of the trade with India, the overall trade balance de¬ 
teriorated sharply while the deficit with other sterling 
countries and with the dollar area persisted, although 
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(in the latter case) at a lower level than formerly. It was 
only when export prices and volume rose steeply in the 
later months of 1950 that Pakistan was enabled to sustain 
the new rate as well as to reach a settlement with India. 
The course of this development was as under : 

PAKISTAN: CURRENT BALANCE OF PAYMENTS 
(Rs. croros) 

1949 I960 

Jan-June July-lire Jan-June July-Dac 

Sterling Area * -15 - V) -16 -17 

Dollar Area -10 - 5 4 1 

All countries * 21 24 11 -2 

Excluding India 

Meanwhile the problem of the sterling exchange rate 
had again arisen in Australia and New Zealand, where in 
many respects conditions were in striking contrast with 
India. In the earlier post-war years there was evidence 
that in both these countries prices and costs had risen 
much less than in other sterling countries such as the 
United Kingdom or India, and there were accordingly 
some grounds for reconsidering the question of the 
appropriate exchange rate with sterling. The conditions 
which had occasioned depreciation in the ’thirties no 
longer existed : not only were external reserves now 
adequate but export prices were (especially in Australia) 
at a satisfactory level, while New Zealand’s long-term 
contracts for commodities which bulked large in the 
export trade were a safeguard against any sudden fall 
in external receipts. In each case, moreover, the balance 
of payments structure had improved, mainly because of 
the lessened incidence of the burden of the external debt. 
On the other hand, the figures for the current balance 
were of uncertain value as evidence of the need for any 
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change : in New Zealand this test was in fact of doubtful 
applicability, since the whole payments system was so 
strictly controlled that the underlying factors such as 
costs and prices exerted only a limited influence, while 
in Australia, although large surpluses had been recorded 
in some years, the current balance had fluctuated very 
considerably from year to year. On the whole, however, 
conditions in both countries were such as to make it 
possible to envisage circumstances when it might be 
desirable to restore parity with sterling. 

In fact, although in Australia proposals for revalua¬ 
tion were discussed at various times, it was New Zealand 
which made the change. It was made not primarily as a 
matter of external monetary policy but in order to main¬ 
tain the framework of internal stabilisation adopted 
during the war : under this plan workers had agreed not 
to seek the higher wages that wartime labour shortage 
would have enabled them to demand, while farmers 
agreed that their receipts should be related to production 
costs, and business men accepted the principle of price 
control. After the war the upward trend of prices in 
New Zealand, which was attributed largely to in¬ 
flationary conditions abroad, made the continuance of 
the stabilisation policy increasingly difficult. In an 
attempt to meet these difficulties the New Zealand 
pound was brought back to parity with sterling in 
August 1948. 

This step was justified in the first instance by the 
belief that, as price levels in New Zealand had been kept 
under control more successfully than in other countries, 
prices were so far below those in the rest of the world 
that the New Zealand pound was undervalued at the 
existing rate of exchange ; at the same time the tendency 
for New Zealand prices and costs to rise, as a result of 
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rising import prices, discouraged output both directly 
and by creating pressure for higher wages. Through 
appreciation of the currency it was hoped to insulate 
New Zealand from inflationary conditions in the external 
world, at least to some extent, and in particular to reduce 
the cost of living by reducing the prices of imported 
goods ; 1 the lower costs attained thereby would benefit 
producers without affecting their incomes (because of the 
guaranteed pay-out for the major products) and in the 
long run an increase in primary production might there¬ 
fore take place. 

On the export side it was calculated that appreciation 
of the rate would not involve any considerable fall in the 
prices at which New Zealand produce was sold. For 
meat, butter and cheese (which accounted for over half 
of the total) sales were under contracts with the United 
Kingdom : as the contract prices were expressed in 
sterling, the new rate did not affect sterling receipts for 
these products, while as contract prices had just been 
increased for the next season, the change merely can¬ 
celled the price increase. Moreover, at this hvel of 
export prices it was still possible to avoid (in New 
Zealand currency) any reduction in the preceding season’s 
guaranteed prices payable to producers; thus the 
stabilisation funds could be maintained intact, although 
it was of course necessary to forgo the amount which 
would have accrued to them had the exchange rate 
remained unchanged. For wool (which is not sold under 
contract) the impact of the change was lessened because 
it was made after the end of the selling season ; in the 
following season prices rose to an extent sufficient to 
offset the exchange appreciation and there was thus no 
actual reduction in the return to producers. 

1 In fact tii© import price index fell by nearly 10 per cent in 1940. 
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Although conditions in the two countries were in 
some respects similar, Australia refrained from following 
New Zealand’s policy. There were in fact significant 
differences between the two cases. New Zealand was 
able to appreciate with a minimum of dislocation mainly 
because (for the chief exports) producers received not the 
full value of their produce but an agreed price fixed each 
year ; as the difference between the two prices was set 
aside in stabilisation funds, exchange appreciation in 
New Zealand did not involve (as would have been the 
case in Australia) a large reduction in exporters’ incomes 
and a consequent adverse effect on production. In 
Australia it was thought that reactions of this kind might 
affect the country’s dollar-earning capacity ; on the 
other hand, the United States demand for Australian 
wool was so strong that dollar wool prices might rise. 
Moreover, not only was Australia’s export trade more 
liable than that of New Zealand to fluctuations on 
account of climatic conditions but it was also more liable 
to fluctuate in value since only a minor part was secured 
by long-term contracts ; there was therefore no assur¬ 
ance that current export prices would be maintained. 
Finally, it was necessary to take account of the fact that, 
as secondary industries had been developed more exten¬ 
sively in Australia than in New Zealand, a reduction in 
the prices of imported goods as a result of exchange 
appreciation would, as affecting the competitive position 
of domestic concerns, have wider reactions in the former 
country. 

In these circumstances the Australian Government 
decided not to alter the rate unless the United Kingdom 
devalued sterling as against the dollar: the terms in 
which this policy was announced seemed to imply that 
in the event of sterling devaluation, the Australian pound 
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would be held at its existing level as against the dollar 
and therefore appreciated in terms of sterling. In fact, 
however, when eventually sterling was devalued, the 
relationship between Australian currency and sterling 
was maintained unchanged, on the ground that any 
alteration in the rate would create difficulties for 
both exporters and industries producing for the home 
market. This decision (taken shortly before an election) 
may have been conditioned by political factors to an 
even greater extent than usual, since at such a time it 
was natural to avoid any action which might initiate a 
recession. 

The continued reluctance of Australian Governments 
to use the exchange rate as a means of limiting the 
impact of external economic fluctuations was the more 
noteworthy in that it appeared to run counter to the 
general tenor of the Commonwealth’s pre-war monetary 
policy. The basis of this policy was the maintenance of 
stability within the economy rather than stability in 
the exchange rate ; while in fact after 1931 the rate 
had been kept unchanged, the central aim of the Com¬ 
monwealth Bank had been to limit domestic fluctuations, 
and this had been authoritativel) endorsed : 

“ The Commonwealth Bank should make its chief 
consideration the reduction of fluctuations in general 
economic activity in Australia, thereby maintaining 
such stability of internal conditions as is consistent 
with the change which is necessary if economic 
progress is to take place. ... As part of this policy 
the exchange rate would generally be kept stable. The 
policy is not to fix the exchange rate and require the 
economy in ordinary circumstances to adjust itself to 
that rate but to keep the economy reasonably stable 
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and to move the exchange rate, if necessary, as one 
means to that end.” 1 

Notwithstanding this doctrine, the rate of exchange 
fixed in 1931 was maintained unaltered throughout a 
period which witnessed many fluctuations in economic 
activity and was by 1949-50 marked by a high degree of 
inflation. The circumstances envisaged by the Commis¬ 
sion were, of course, very different from those of the 
post-war world. As it was now a matter of restricting 
rather than increasing exporters’ incomes by altering 
the exchange rate, it was necessary to consider the 
political implications of any decision to appreciate; 
these were clearly important in a country where one of 
the main political parties represented primary producers. 
Moreover, Australia’s commitments under post-war 
international agreements were a new factor. As the 
Commonwealth was a member of the International 
Monetary Fund, appreciable changes in the rate needed 
sanction from that body, and although the Fund would 
be unlikely to oppose appreciation, there were some 
doubts whether it would allow the process to be reversed 
if subsequently conditions altered ; again, while appre¬ 
ciation would adversely affect Australian manufacturers, 
it might not be possible, in view of commitments to the 
proposed International Trade Organisation, to offset the 
effect by means of a compensatory increase in the 
tariff. It was thus not easy to make a change when the 
possible consequences were so doubtful. 

The different elements in the problem were in fact 
so nearly balanced that the decision to maintain the 
existing rate was not generally regarded as final, and by 
the end of 1949 there were signs that it might be reversed. 

1 Report of Royal Commission on Money and Banking in Australia (1937), 
paras. 525-526. 
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From the political angle there seemed little basis for 
this belief, since the new Government was a coalition of 
the Liberal Party (which might have been disposed to 
reconsider the matter) with the Country Party (which, 
as representing primary producers, was opposed to 
appreciation). The economic background had, however, 
changed to some extent: after the devaluation of ster¬ 
ling, the prices of Australia’s staple exports had risen so 
sharply that, even if the Australian pound had then been 
appreciated, there might have been no significant fall 
in exporters’ incomes, while, as it was, the continued rise 
in export prices increased inflationary pressure very 
greatly. There were thus reasons for thinking that 
appreciation could be effected without depressing export 
incomes below the levels prevailing when sterling was 
devalued. 

In fact, even when export prices rose still further in 
1950 after the outbreak of war in Korea, the Govern¬ 
ment reaffirmed its decision not to revalue. But bv this 
time, although the question of a change in the rate 
continued to present insuperable difficulties, the prob¬ 
lems arising from the increase in export incomes were 
so great that some deflationary action was imperative, 
and it was accordingly decided (in the Budget for 1950- 
1951) to withhold from producers part of the proceeds 
of export sales of wool; although the amount so with¬ 
held 1 was not a levy but merely pre-payment of income 
tax, the expedient seemed to offer some prospect of 
lessening the inflationary pressure (at least for a time) 
and thus enabled the existing rate to be maintained. 

The inter-regional exchange problems examined in 
this section are perhaps especially noteworthy in the 
context of the sterling system as instances of the 

1 One-fifth of wool-growers’ receipts : estimated at £A100 million. 
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interdependence of sterling currencies within the system 
itself. Viewed in this way it can be seen that India and 
Australia were impelled to maintain unchanged their 
rates of exchange with sterling because the sterling 
account was of paramount importance in the balance 
of payments : conversely, revaluation of the Pakistan 
rupee brought about the rupture of trading relationships 
with India (by far the largest export market but only 
one sector of the sterling area), which in turn involved 
a severe deterioration in the Pakistan trade balance: 
on the other hand the revaluation of the New Zealand 
pound proved feasible because trade with the United 
Kingdom (almost the sole sterling market) was secured 
by means of long-term contracts. It is now necessary 
to turn to another aspect of this interdependence and 
study the behaviour of the sterling currencies in relation 
to the dollar exchange. 

(ii) The Dollar Exchange 

The role of the sterling-dollar exchange rate in rela¬ 
tion to the United Kingdom and other sterling countries 
is exemplified by the circumstances which occasioned the 
devaluation of sterling as against the dollar in 1949. As 
a full account of the causes and effects of this event 
would necessarily entail a lengthy and detailed study, it 
is here proposed merely to outline the facts with special 
emphasis on the nature of the link between the United 
Kingdom and the rest of the sterling area. 

Shortly stated, the connexion is as follows. Al¬ 
though the dollar-sterling exchange relates in the first 
instance only to the trade of the United Kingdom, the 
maintenance of the rate is in fact dependent on the trade 
of overseas sterling countries, since they account for the 
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larger part of the dollar earnings of the sterling area; 
m this respect the member countries are linked together 
through participation in the dollar pool. On the other 
hand if, when sterling is devalued as against the dollar, 
a particular sterling area currency is kept at the 
former dollar parity, that currency necessarily appre¬ 
ciates as against sterling. As for all member countries, 
sterling trade (not merely trade with the United King¬ 
dom) is more important than dollar trade, this may 
affect the trade balance to a very large extent. 

It has been seen earlier how the deficit on dollar 
trade for the whole sterling area had fallen in 1948 to a 
figure which, though large, was much smaller than in 
1947 ; the United Kingdom deficit had been reduced by 
one-half, the surplus normal for the Colonies and Ceylon 
had recovered to a marked extent, the deficits of other 
member countries were much below the 1947 figures 
and the withdrawal of South Africa from the dollar pool 
afforded some relief . 1 The improvement effected in 
this way was not, however, maintained m 1949, when 
difficulties were again encountered ; it is now necessary 
to trace the onset of this new phase and identify the 
factors responsible for it. This can most easily be done 
by reference to the quarteily figures for the dollar trade 
of the sterling area given overleaf 

The table shows the extent to which the adverse 
balance on dollar trade account increased during the 
second quarter of the year and how the increase occurred. 
The data suggest that it was due far more to the rise in 

1 The evidenoe (South African Journal of Economics, September 1950) seems 
to show that, leaving gold out of account, South Africa had a total dollar deficit 
of £158 million m 1947 Net dollar payments on behalf of the Union by the 
dollar pool totalled £89 million as the Union contributed £70 million in gold, 
the pool had to supply approximately £20 million “ This was undoubtedly 
the reason for prohibiting the Union from further use of the sterling area gold 
and dollar reeerves.” 


H 
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imports than to the fall in exports, the latter being in 
fact the minor element for both the United Kingdom and 
the rest of the sterling area ; it is clear also on these 
figures that in this period the fall in exports was relatively 
no more for the overseas sterling area than for the United 
Kingdom, although, as the total in the former case was 
twice as large as in the latter, the absolute decline was 


DOLLAR TRADE OF THE STERLING AREA IN 1949 
(U.S. dollars million) 



Jan.-Mar. 

Apr.-June 

July-Sept. 

Oct.-Dec. 

Total 

United Kingdom: 






Exports 

142 

129 

128 

131 

530 

Imports 

313 

413 

344 

324 

1394 

Balance 

-171 

-283 

-216 

-194 

-864 

RSA; 

Exports 

309 

280 

238 

278 

1105 

Imports 

396 

437 

332 

293 

1458 

Balance 

-87 

-157 

-94 

-15 

-353 

Total: 






Exports 

451 

410 

366 

408 

1636 

Imports 

709 

850 

676 

617 

2852 

Balance 

-258 

-440 

-310 

-209 

-1217 


Source : Bulletin of London and Cambridge Economic Service (May I960). 
The figures represent trade with the United States and Canada only. 


naturally greater. The combination of a rise in imports 
with a fall in exports involved a heavy increase in the 
adverse balance of the whole sterling area, which in turn 
was reflected in a severe decline in the system’s gold and 
dollar reserves. 

These events led up to the crisis of July 1949. To 
meet it, three main decisions were announced. In the 
first place, the United Kingdom Government as an 
interim measure imposed a standstill on all Government 
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dollar purchases ; subsequently it was decided that dollar 
imports in the year 1949-50 would be reduced by 25 
per cent as against the preceding year. Secondly, the 
Finance Ministers of overseas Commonwealth countries, 
after conferring with United Kingdom Ministers in 
London, agreed to recommend to their Governments 
dollar-saving measures on a scale comparable with those 
taken by the United Kingdom. Thirdly, a meeting in 
Washington between representatives of the United 
Kingdom, Canada and the United States was arranged 
for September in order to discuss what further measures 
were possible to meet the new situation. 

The account of the discussions at Washington given 
in the published official statements implies that the 
Conference covered a good deal of ground : its main 
business was presumably the consideration of the pro¬ 
posal to devalue sterling. The Conference ended on 12th 
September with the announcement that certain measures 
had been agreed as a contribution to the solution of the 
difficulties of the sterling area : these concessions, no 
doubt given in exchange for the United Kingdom’s 
reluctant assent to the devaluation proposal, included 
arrangements to enable ECA aid to be more freely trans¬ 
ferable, an increase in stockpiling purchases of sterling 
goods by dollar countries, and plans to facilitate the 
entry of sterling goods to dollar markets by easing 
customs formalities. Soon afterwards the main decision 
was made public. On 17th September the Common¬ 
wealth members of the sterling area were confidentially 
informed by the United Kingdom of the imminent de¬ 
valuation of sterling, and on the following day it was 
announced that the new dollar rate would be 2-80 to 
the pound sterling as against the former rate of 4-03. 

T his decision affected only the exchange value of 
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sterling for the United Kingdom and the Colonies : 
other member countries had then to decide whether to 
maintain their existing rate with sterling and thus de¬ 
preciate as against the dollar, or maintain the existing 
rate with the dollar and appreciate as against sterling, 
or adopt an intermediate course. In several cases this 
decision involved a choice between distasteful alterna¬ 
tives. The Irish Government, while concluding that 
“the course of least disadvantage ” was to devalue in 
line with sterling, emphasised that devaluation was 
“ most unwelcome The Prime Minister of Australia 
in announcing devaluation said : “ We did not want it 
and we hoped that there would be none The Indian 
Finance Minister stated that the Government of India 
did not favour devaluation as a corrective to balance of 
payments difficulties as, in view of the general conditions 
prevailing in the Indian economy, such a step was un¬ 
likely to solve India’s dollar problem. Only in the 
special case of South Africa and Southern Rhodesia was 
the decision fully endorsed and welcomed. 

The difficulty which now faced the members of the 
overseas sterling area derived from the dollar problem, 
but the choice of a policy to meet it was governed mainly 
by the facts of the balance of payments on sterling 
account. In most cases the basic consideration was the 
extent to which external receipts and payments were in 
sterling. Thus in Australia, although it was uncertain 
whether there was any disequilibrium which justified 
devaluation of the Australian pound as against the 
dollar and some evidence that it was undervalued as 
against sterling, the Government decided to maintain 
the existing relationship with sterling, because to have 
retained the former par value with the dollar would have 
involved appreciation as against sterling and therefore 
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would adversely affect Australian exporters and manu¬ 
facturers : the prospective increase in costs of dollar 
goods was considered to be a minor factor, as they 
accounted for little more than 10 per cent of all imports 
while the United Kingdom supplied about half the total. 
Substantially similar conclusions were reached by the 
Irish Government: “ The raising of the sterling value 
of the Irish pound would be out of keeping with the 
state of the balance of payments between ourselves and 
the sterling area as a whole ” : 1 in this instance there 
were special circumstances, since appreciation against 
sterling would reduce income from external assets 
(almost all sterling investments) and earnings from the 
tourist industry (half as large as all visible exports). 
The same case was put forward by the Indian Prime 
Minister in explaining why India found it necessary to 
devalue : 

“ The sterling area is important to us in our inter¬ 
national economic relations. A great part of our 
international trade is with this area ; most of our 
export markets are also in this area and it is important 
that we should not only maintain but improve our 
export position. If we had not taken parallel action 
in revising the dollar-rupee ratio, the prices of our 
goods in our principal export countries would have 
risen immediately and that would have affected our 
trade interests and all those engaged in the work of 
production in our country. The devaluation of the 
pound therefore made the revision of the dollar-rupee 

1 Official communique issued to announoe the decision to devalue. Cf. 
Report of Central Bank, 1949-50: 11 One reason, amongst others, why this 
devaluation of the Irish pound became inevitable was that the earnings on 
which Ireland normally relies to pay for her imports accrue predominantly in 
sterling 
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rate almost unavoidable in the interests of our own 

country.” 1 

These statements make it plain, at least for the 
countries mentioned, that the dollar balance of payments 
was only of secondary importance in the formulation of 
exchange rate policy. Although devaluation as against 
the dollar increased the cost of dollar imports, these in 
most cases were relatively small and there was also an 
opportunity to increase dollar earnings either on visible 
or invisible account. Moreover, in those countries where 
gold production played some part in the economy, de¬ 
valuation as against the dollar increased the sterling 
value of the gold output. 

Because of the importance of gold, the last-named 
factor was paramount in South Africa, which probably 
derived more benefit from devaluation than any other 
country. It was estimated that at least half of the 
Union’s imports would be from countries which had 
devalued : as gold used to cover the trade deficit with 
them would be worth some 40 per cent more than 
formerly, the terms of trade in relation to those countries 
were moved strongly in favour of South Africa. At the 
same time the cost of imports (measured in gold) from 
countries which did not devalue was unchanged and 
South Africa could therefore buy from them with gold 
the same quantities of goods as formerly. Not less im¬ 
portant was the fact that the increase in the sterling 
price of gold substantially relieved the gold-mining in¬ 
dustry by eliminating the disparity between costs and 
returns, which had arisen as a result of the relatively 
much larger rise of commodity prices as compared with 
gold prices since 1939 : since the higher price for gold 


1 Broadcast statement by Prime Minister of India on devaluation. 
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now obtainable was expected to bring into payability 
large quantities of marginal ore which had been barely 
payable, an increase in output seemed likely. 1 This 
factor not only affected mines already working but also 
made the new Orange Free State goldfield an even more 
valuable asset for the Union. 

In the end all members of the overseas sterling area 
with the exception of Pakistan decided to devalue as 
against the dollar. Once the change had been made its 
effects soon became apparent. The immediate result was 
a readjustment of the price structure, which proved to 
be more extensive than had been anticipated. On the 
import side there was first of all a quasi-automatic in¬ 
crease in the prices of goods imported from dollar sources 
of supply ; it was then found necessary to increase also 
the prices of certain raw materials imported from sterling 
sources, since quotations for commodities with a world 
market price governed mainly by the dollar price had 
to be brought into relation with the latter converted at 
the new rate of exchange. Thus the United Kingdom 
prices of cotton, lead, zinc and copper were raised by 
administrative action, while other commodities whose 
prices in dollars were approximately unchanged rose also 
as a result of devaluation ; this was most pronounced 
in the case of staple commodities such as tin, rubber, and 
sisal. A particular instance was wheat, where under the 
International Wheat Agreement the prices payable by 
importing countries were expressed in relation to gold : 
as a result of devaluation, therefore, Australian wheat 
exporters to sterling countries such as the United King¬ 
dom and India received a windfall gain of some £15-20 
million. On a longer-term view further changes could 

1 But did not take place : output in 1950 totalled 11,659,000 oz. aa against 
11,708,000 oz. in 1949, and fell further to 11,506,000 oz. in 1051. 
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be anticipated, since there was an increase in demand for 
sterling commodities because (for countries which had 
devalued) they now became relatively cheap as against 
comparable dollar goods. The effect of all these factors 
was most marked in the United Kingdom, the main con¬ 
sumer of primary products in the sterling area, and within 
a week of devaluation United Kingdom commodity prices 
rose by over 10 per cent. 

On the export side the course of dollar prices for the 
products of the sterling area was governed by a variety 
of factors. This applied particularly in the case of 
United Kingdom exports of manufactured goods. It 
was not necessary in all cases to reduce the dollar prices 
of these goods by the full extent of the devaluation : in 
some instances (such as whisky and pottery) where de¬ 
mand was unsatisfied at existing prices, it was possible 
to maintain quotations unchanged, and in other cases 
(such as motor vehicles) it was possible to reduce prices 
by much less than 30 per cent and still hold the market. 
Thus the price reduction (in dollar terms) ranged from 
nil in the case of some articles such as whisky to about 
20 per cent for motor vehicles, while in other cases such 
as cotton textiles a much larger reduction was necessary. 
The average fall in the dollar prices of United States 
imports from the United Kingdom was estimated at 
from 20 to 25 per cent. 1 

For the sterling area as a whole, however, the more 
important reactions were in the prices of those primary 
products which were the biggest dollar earners. Of 
these it may be said in general that dollar prices declined 
to a limited extent. Even immediately after devaluation, 
quotations (in dollars) showed only a small reduction: 
for rubber this amounted to no more than 7 per cent 

i IMF Annual Report 1949-50, p. 11. 
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for tin 8 per cent and for cocoa 9 per cent; of other 
staple commodities, only wool and sisal fell by as much 
as 10 per cent. Soon it became apparent that dollar 
prices for sterling products of this kind had fallen by much 
less than the exchange value of sterling: for the six 
most important primary commodities imported by the 
United States from the overseas sterling area, it was 
computed that the average dollar price at the point of 
sharpest fall was about 12 per cent below the immediate 
pre-devaluation level. 1 In some cases there was, after 
a short time, a recovery when prices began to respond 
again to market forces : among these were the upturn in 
industrial production in the United States, the heavy 
purchases needed to restore stocks which had been 
allowed to run down before devaluation, and subse¬ 
quently, in 1950, defence requirements. By the end of 
November cocoa had risen to above the pre-devaluation 
level and rubber was slightly above the mid-year dollar 
price ; early in 1950 there was a further sharp rise in 
rubber prices, and later, especially after the outbreak of 
war in Korea, this trend became general in respect of the 
main primary products imported from the overseas 
sterling area. 

It is more difficult to assess the effects of devaluation 
on the volume of dollar exports. The mere fact of de¬ 
valuation after a long period of uncertainty was naturally 
sufficient to account for an increase in exports when that 
uncertainty ended ; other factors which acted on volume 
as on price were the recovery in industrial output in the 
United States and the stock-piling programme intro¬ 
duced as part of the United States defence plan. Only 
after these have been allowed for is it possible to estimate 
the effect of the reduction in dollar prices made possible 
1 JMF Annual Report 1949-50, p. 16. 
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by devaluation: as this was, on the whole, relatively 
small, and as for many important raw materials United 
States demand is governed by the state of industrial 
activity rather than by price factors, it seems probable 
that export volume was not affected to any great extent 
in this way. 

Whatever the relative importance of the major 
forces now operative — the restriction of dollar imports 


DOLLAR TRADE OF THE STERLING AREA IN I960 
(U.S. dollars, million) 


! 

Jan.-Mar 

Apr.-June 

July-Sept. 

Oct .-Dec. 

Total 

United Kingdom : 






Exports 

133 

163 

191 

223 

709 

Imports 

240 

219 

224 

276 

949 

Balance 

-107 

-56 

-33 

-52 

-240 

RSA: 






Exports 

304 

347 

379 

461 

1490 

Imports 

247 

268 

207 

247 

943 

Balance 

57 

79 

172 

214 

647 

Total Balance : 

-50 

23 

139 

162 

307 

Totuly 1949 

-258 

-440 

-310 

-209 

-1217 


Note . Totals for the year do not exactly equal the sum of the quarterly figures. 
Source : Report on Oivrseas Trade (Board of Trade). The figures represent 
trade with the United States and Canada only. 


and the increase (perhaps in volume and certainly in 
price) of dollar exports — the net effect was clearly 
apparent in the figures for the dollar account. The 
trade balance responded fairly rapidly: in the last 
quarter of 1949 the deficit was the smallest of the year, 
while in 1950, as the United Kingdom deficit fell and the 
surplus of overseas sterling countries rose, a favourable 
trade balance emerged for the sterling area as a whole : 
a comparison with the figures for 1949 will, however, 
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show that this surplus was attributable more to the re¬ 
striction of imports than to the expansion of exports. A 
further factor was the favourable development of the 
invisible items for both the United Kingdom and the 
rest of the sterling area, which in the aggregate brought 

STERLING AREA CURRENT DOLLAR ACCOUNT 
(U.S. dollars, million) 



Pre-war 

1948 

1949 

I960 

United Kingdom: 
Exports 

300 

700 

600 

750 

Imports 

800 

1400 

1400 

1000 

Trade Balance 

-r»oo 

-700 

-800 

-250 

Invisibles 

150 

— 

50 

250 

RSA : 

Exports 

400 

1200 

1100 

1500 

Imports 

350 

1600 

1500 

1000 

Trade Balance 

50 

-400 

- 400 

600 

Invisibles 

* 

-200 

-150 

-100 

All Sterling Area: 

Trade Balance 

-450 

-1100 

-1200 

250 

Invisibles 

150 

-200 

-100 

150 

Gold 

500 

500 

500 

500 

Current Balance 

200 

-800 

-800 

900 


• Very small : Included In figure for United Kingdom. 

Source : United States and Canadian balance of payments estimates (as 
detailed in Appendix II) with figures for sterling area gold production (as 
shown on p. 77). 

in an appreciable surplus, as against a deficit in each of 
the two preceding years. The net result for 1950 showed 
the current balance on dollar account for the system as a 
whole in surplus for the first time since the war : this 
result was attained even without taking account of in¬ 
visible credits or gold (a contrast with pre-war). 

A summary statement of the current dollar account 
is given in the table above: the figures refer to 
transactions with the United States and Canada only. 
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The table may be used to recapitulate in quantitative 
terms the different phases of the post-war dollar problem, 
and to trace its impact on the different sectors of the 
sterling area. 

It will be seen that in 1948, when the account had 
deteriorated by 1000 million dollars as compared with 
pre-war, the adverse trade balance had risen by 650 
million, while the loss on invisibles was 360 million, the 
former surplus (on United Kingdom account) being re¬ 
placed by a deficit (on RSA account). The fact that the 
dollar price of gold was unchanged while other prices 
were approximately doubled may be reckoned as equiva¬ 
lent to the loss of a further 500 million dollars. 

The breakdown of the total helps to explain the 
genesis of the deficit. Again taking 1948 as against the 
pre-war figures, it will be found that in the United King¬ 
dom the adverse trade balance had risen by 200 million 
dollars while the credit of 150 million for invisibles had 
disappeared ; there was thus in the aggregate a net 
deterioration of 350 million dollars. The dollar account 
of the rest of the sterling area was, however, impaired to 
a much greater extent (650 million dollars) ; of this 
amount 450 million was attributable to merchandise 
trade and some 200 million to the invisibles. As, however, 
the gold output must be credited to the overseas sterling 
area, the balance here would have been very different if 
the price of gold had risen with other prices. 

These results may be contrasted with the figures for 
1950, when there was a surplus for both merchandise 
trade and invisibles. It will be found, however, that as 
against 1948-49 the restriction of imports was the major 
factor in the emergence of the trade surplus : if imports 
had been at the 1948 total (which itself in terms of volume 
was only about 10 per cent greater than in 1938), the 
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current balance (all items) would have been in deficit. 
As it was, the comparison with pre-war shows that while 
exports had risen more than threefold, the increase in 
imports was now less than twofold : in this way the 
United Kingdom had cut its adverse trade balance by 
one-half while the RSA trade surplus was ten times as 
great as before the war. It may be seen, too, that while 
the surplus on invisibles had fully recovered, the increase 
in the United Kingdom’s credits as against the pre-war 
figure was offset by a similar increase in invisible debits 
for overseas sterling countries. 

The official figures published by the United Kingdom 
for the gold and dollar balance of the whole of the 
sterling area and the system’s gold and dollar reserves 
are reproduced overleaf. It should be remembered that 
the balances shown are composed of three main elements : 
(i) the United Kingdom balance on current account and 
other transactions with the dollar area ; (ii) the balance 
of the rest of the sterling area with the dollar area ; (iii) 
sterling area transactions involving gold or dollar pay¬ 
ments to non-dollar countries. The figures do not there¬ 
fore constitute a statement of the current balance and in 
some periods are affected to a marked extent by capital 
movements: thus for the last quarter of ] 950, when 
there were rumours of an upward revaluation of sterling, 
it was officially estimated that the inflow of semi-specu¬ 
lative funds from North America may have accounted 
about one-third of the surplus. 1 

The absence of any close correspondence between the 
figures for the dollar balance and movements in the 
reserves is attributable to the fact that the latter are 
drawn on only when other means of financing the deficit 

1 The United Kingdom balance of payments estimate* record a capital 
inflow of 400 million dollars in 1950. 
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(such as ERP receipts or IMF resources) are insufficient: 
it is thus only the residual gold and dollar balance which 
affects the total of reserves . 1 


STERLING AREA DOLLAR ACCOUNT 
(million U.S. dollars) 


Period 

Balance 

Reserves' 

1930 Doc. 


2200 

1945 Dec. 


2500 

1947 

Jari.-Mar. 

-917 

2380 

Apr.-June 

-973 

2410 

July- Sept. 

- 1537 

2383 

Oct.-Dec. 

-704 

2079 

Year 

-4131 

• • 

1948 

Jan.-Mar. 

-595 

2241 

Apr.-June 

-434 

1920 

July-Sept. 

-306 

1777 

Oct.-Dec. 

-375 

1856 

Year 

-1710 


1949 

Jan.-Mar. 

-330 

1912 

Apr.-June 

-632 

1651 

July-Sept. 

-539 

1425 

Oct.-Dec. 

-31 

1688 

Year 

-1531 


1950 

Jan.-Mar. 

40 

1984 

Apr.-June 

180 

2422 

July-Sept. 

187 

2756 

Oct.-Dec, 

398 

3300 

Year 

805 



* At end of quarter for 1947 onwards. 
Source : Cmd. 8201, 8379, 8354. 


1 Over two-fifths of the increase in reserves during 1950 was directly 
attributable to ERP receipts. 





CHAPTER IV 


THE CAPITAL ACCOUNT 

With the data at present available it does not seem 
practicable to undertake a systematic review of the 
capital account, but in order to give precision to the 
changes in debtor-creditor status mentioned in preceding 
chapters, it is desirable to note some cases where they 
have been very pronounced. In the present chapter, 
therefore, an attempt is made to assess the magnitude 
of long-term investment changes in the United Kingdom 
and in certain overseas sterling countries, to trace the 
movements which have taken place in the external 
reserves of the latter and liabilities of the former, and to 
determine the new debtor-creditor status which has arisen 
as a result. The figures given (except those for external 
reserves and liabilities) are in most cases no more than 
very approximate estimates. 

(i) Long-term Investment 

In the case of the United Kingdom it is not possible 
to make a realistic survey of overseas investments on 
the basis of the published official estimates, 1 since 
these figures represent only the nominal values of the 
securities included and (with certain exceptions) refer 

1 Bank of England: United Kingdom Oversea* Investments, 1938 to 1948 
(with Supplement for 1949). 
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only to securities quoted on the London Stock Exchange. 
But although the limited scope of the figures restricts 
their usefulness as a guide to the value of total overseas 
investment at any one time, they can be used to show 


THE UNITED KINGDOM’S OVERSEAS INVESTMENTS * 
(£ million) 



1988 

1945 

1948 

Sterling Area : 

Australia 

520 

429 

401 

New Zealand 

134 

107 

68 

South Africa 

199 

111 

132 

India 

388 

82 

60 

Colonies | 

258 

238 

237 

Dollar Area : 

Canada 

420 

208 

168 

United States 

268 

88 

75 

Rest of World : 

Argentina 

308 

318 

44 

Brazil 

164 

108 

79 

Other Latin America } 

214 

176 

154 

Europe 

217 

186 

107 

Japan 

50 

46 

40 

China 

37 

37 

36 

Total § 

3545 

2417 

1967 


* Nominal values. 

t Excludes Ceylon but Includes Southern Rhodesia, 
i Includes Mexico but excludes Cuba. 

1 Includes countries other than those shown. 

Source : Bank of England. 

the location and magnitude of certain changes which 
have occurred during the war and post-war years. A 
summary of the estimates is given above for this purpose : 
the figures for individual countries have been reclassified 
under the headings of sterling area, dollar area, and the 
rest of the world. 

The table shows that in the sterling area the biggest 
change during the war was for India ; elsewhere in this 
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sector wartime changes were on a smaller scale, the most 
important being a reduction of nearly £100 million in 
the figures for both Australia and South Africa. After 
the war the recorded changes here were limited in extent; 
the figures show a further reduction in Australia, New 
Zealand and India as well as some increase in South 
Africa, but for various reasons they do not fully represent 
the actual volume of investment and may therefore be 
left out of account in the present reckoning. 

For the dollar area the figures in the table are of 
interest mainly as an indication of the extent to which 
it was necessary to realise certain classes of investments 
in the United States and Canada during the war. In 
each case it will be seen also that the post-war changes 
were by comparison relatively small. 

Somewhat different considerations apply to the 
figures for the rest of the world. In some areas under 
this heading pre-war assets have not been realised, but 
owing to political conditions their real value has altered 
and estimates based on nominal values must be con¬ 
sidered as rather doubtful. This is especially true of 
Eastern Europe and countries in the Far East such as 
China and perhaps Japan ; in both cases, although the 
investments remain in being, their status must be re¬ 
garded as precarious. In La tin-America, however, the 
figures indicate the extent of the reduction in the volume 
of investment during the period shown; much was 
liquidated during the war (the amount realised being 
nearly £100 million), but post-war sales were even more 
extensive, the biggest single transaction being the dis¬ 
posal (for £150 million) of British-owned railways in 
Argentina with a total nominal capital of £250 million. 

In view of the limitations mentioned above, the 
summary table of nominal values cannot be taken as an 

I 
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adequate representation of the true position. It illus¬ 
trates (on the basis adopted) the impact of certain 
changes but is unsatisfactory as a realistic statement, 
since in many cases nominal values may bear little rela¬ 
tion to market values ; moreover, the exclusion of direct 
investments gives rise to very misleading results. It is 
therefore necessary to consider the possibility of framing 
an estimate which would include direct as well as port¬ 
folio investments and would be based on market values. 

Data for such an estimate have been assembled m 
Appendix I: the results modify very considerably the 
statement of the position based on nominal values, but 
for practical purposes seem preferable to the latter as 
enabling changes in overseas investments to be put into 
a better perspective. From the balance of payments 
aspect the precise extent of the liquidation of overseas 
investments is of minor importance, since the operative 
factor at a given time is not the reduction in capital but 
the reduction in current income : in fact the United 
Kingdom official figures show that, notwithstanding 
wartime liquidation, income from overseas investments 
was maintained at a fairly satisfactory level, total re¬ 
ceipts being estimated at £170 million in 1945 as against 
£205 million in 1938. A detailed survey would explain 
this relatively small reduction in income. In the sterling 
area and in Canada overseas investments surrendered 
during the war were predominantly public debt holdings 
(which accounted for the greater part of the total in 
India, Canada, and South Africa): as almost all must 
have borne a relatively low rate of interest, the Iobs of 
income involved was comparatively small. In the 
United States the same result was in part achieved by 
the planned liquidation of securities, the less desirable 
being sold first and the more profitable retained. In 
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most cases, moreover, liquidation on these lines must 
have considerably enlarged the proportion of the total 
represented by good-class equity investments, the income 
feom which would tend to increase as price levels rose; 1 

ESTIMATED VALUE OF THE UNITED KINGDOM’S 
OVERSEAS INVESTMENTS 
(£ million) 



1938 

mo~5o 

Sterling Area: 

Ireland 

100 

150 

Australia 

650 

650 

New Zealand 

150 

100 

South Africa 

300 

400 

India 

550 

300 

Colonies 

300 

400 

Dollar Area: 

Canada 

500 

600 

United States 

500 

500 

Rest of World: 

Latin America 

7(H) 

400 

Europe 

250 

150 

China and Japan 

200 

200 

Total * 

4500 

4200f 


• Including other 

t Including an estimate of £200 million for sterling rountries not separately shown 

this in turn would raise the capital value of the invest¬ 
ment when computed in relation to its yield. The 
evidence (examined in detail in Appendix I) seems to 
show that changes in market value may have been 
approximately as in the table above. 

These estimates can be roughly corroborated. With 
a pre-war total of £4500 million, wartime sales of £1100 

1 On the Bank of England figures, the reduction in total investment holdings 
between 1938 and 1945 was £1100 million, of which £900 million was fixed* 
interest investment. 
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million 1 clearly left the bulk of the holdings intact; 
post-war sales (mainly in South America) were probably 
substantially offset by new investment in South Africa, 
Australia and the Colonies. Two further factors operated 
also: the rise in stock-market prices as compared with 
pre-war must have increased very considerably the 
value of existing holdings in many cases, especially in 
South Africa, Canada and the United States, while 
devaluation also increased the sterling value of dollar 
securities. Taking all these factors into account and 
making allowance for doubtful cases, it seems reasonable 
to assign a figure of about £4000 million for the total. 
This itself would be consistent with the annual return of 
£180 million recorded in the balance of payments esti¬ 
mates for 1947-49 s and might be an under-estimate 
viewed in relation to the figure of £237 million recorded 
for 1950. 

The counterpart of the reduction in the United 
Kingdom’s investments in the overseas sterling area has 
been a corresponding reduction in the external indebted¬ 
ness of the countries concerned, at least in the public 
debt sector. Over a long period of years several of these 
countries, of which Australia and India were the most 
important, had been developed primarily by means of 
borrowing on Government account for public works; 
the service of this debt was accordingly one of the 
largest items in the balance of payments and often 
became troublesome if falling export returns occasioned 
disequilibrium in the current account. It was therefore 
convenient when abundant sterling resources had been 

> Cmd. 6707. 

* Especially in view of the fact that in 1948 the Bank of England figures 
included lome £226 million of investment* (mainly in Europe and the Far 
East) on which no return was received, and £130 million (mainly in South and 
Central America) on which the return wa§ under 1 per cent. 
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acquired during or after the war to utilise these resources 
in some measure for the repatriation of debt. The 
extent to which this process has been carried in several 
countries is shown below , it will be seen that while the 
reduction in overseas public debt has been fairly general, 
the trend has varied in different countries and at different 
times. It was most pronounced in India and South 

EXTERNAL PUBLIC DEBT 


Year 

Australia 
£A million 

New Zealand 
£NZ million 

8 Alrlca 
£ million 

India 

Ea CTores 

Colonies 
£ million 

1939 

644 

197 

106 

397 

87 

1945 

618 

200 

14 

14 

, 

1946 

572 

152 

14 

13 

79 

1947 

567 

152 

14 

12 

75 

1948 

560 

138 

13 

6 

78 

1949 

548 

107 

33 

3 

84 

1950 

549 

105 

34 

3 

99 

1951 

534 

104 

34 

1 

125 


Sources Australia, Monthly Bulletin of Commonwealth Bank ; New 
Zealand, Monthly Abstract of Statistics , India, Annual Report on Currency and 
Finance (the figures are for sterling loans), South Africa, IMF; Colonies, Crown 
Agents. The figures exclude loans (as at 1951) by the International Bank aa 
under 

$ million 

Australia 100 (1950) 

South Africa 50(1951) 

India 60 (1949-50) 

Africa during the war ; in both cases the overseas public 
debt was virtually eliminated by 1945. In Australia 
and New Zealand there was little or no redemption of 
debt during the war years, but subsequently repayments 
were considerable; in the latter country the residue is 
little more than half the pre-war figure but in the former 
very large amounts of debt are still outstanding. The 
overseas debt of the Colonies has increased, but that of 
other sterling countries is comparatively small. 1 

1 Tina perhaps need* qualification in the case of Southern Rhode* ia, whose 
external public debt wae £55 million in 1951; the greater part of tide waa 
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It should not be concluded that the repayment of 
public overseas debt necessarily involved an equivalent 
reduction of an individual country’s total external in¬ 
debtedness or was itself sufficient to effect a reversal of 
debtor-creditor status. The figures given above for 
public debt take no account of private investment, and 
in at least some cases a reduction in the former has 
accompanied an increase in the latter; this has been 
especially notable in South Africa and Australia. More¬ 
over, India, though now practically free of external 
public debt, retains external capital in other forms 
valued at over Rs.500 crores (nearly £400 million). 1 In 
some cases, too, development needs may call for further 
extensive borrowing on either public or private account: 
India, South Africa, the Colonies and perhaps Australia 
may be placed in this category. It is thus necessary to 
consider the available data on the actual or prospective 
trend of capital investment in certain countries. Aus¬ 
tralia, South Africa and the Colonies should receive 
individual consideration, while India, Pakistan and 
Ceylon, all of whom are participants in the “ Colombo 
Plan ”, may be taken together.® 

Australia. External capital investment in Australia 

attributable to the purchase of the railway system for £32 million after the war. 
The Four Year Plan (1951-55) provides for development expenditure of £100 
million, of which about £70 million is to be sought abroad. 

1 Reserve Bank of India : Census of India's Foreign Assets and Liabilities. 

a In other sterling countries the inflow of capital after the war seems to 
have been relatively small, although amounting in the aggregate to quite con¬ 
siderable sums. The figures derived from the balance of payments estimates 
are as under: 


* 1946 

Ireland 1 

New Zealand 4 

Southern Rhodesia 1 
Iraq 2 


Net Inflow of Capital 
(£ million) 


Total 


1947 

1948 

1949 

I960 

1949-60 

13 

12 

30 

34 

90 • 

7 

7 

1 

-2 

17 

14 

20 

22 

25 

82 

5 

12 

10 

,. 



* Includes £37 million as EC A loan-aid. 
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before the war was predominantly on public account: 
of the total of £stg500 million of United Kingdom hold¬ 
ings given in the official estimates, over £stg450 million 
represented Government and municipal loans, while, even 
taking account of investment other than that represented 
by quoted securities (which alone are included in the 
Bank of England figures), the return on private capital 
(according to the balance of payments figures) was less 
than one-third of the total interest payable. After the 
war there was an appreciable change in this respect, 
since public debt repatriation was accompanied by a 
large inflow of private capital, increasing steadily from 
year to year. Exact estimates of the amount involved 
are not available but the balance of payments figures 
suggest that it may have been somewhat as follows : 


J 946-46 

£A million 

10 

1946-47 

40 

1947-48 

80 

1948-49 

150 

1949-50 

200 

1950-51 

100 


If in fact these figures represent at all adequately 
the magnitude of the capital movements which have 
taken place, it is clear that the inflow has been very 
considerable in relation to the total external capital 
already invested in Australia : on the figures shown for 
the first six post-war years the new capital received 
(some £A600 million) was in monetary terms equal to 
almost the whole of the pre-war public debt and greatly 
exceeded the original value of all previous investment on 
private account. 1 

It appears, however, that only a minor part of this 
capital was for investment in industry as the official 

1 Private capital invested m Australia was estimated at about £A250 
million in 1937 { The A uMmhan Balance of Paymentt, 1928-29 to 1948-49, p. 33). 
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estimate for the amount so utilised is no more than 
£Al50-200 million. 1 After allowing for other forms of 
investment, it is clear that a great deal of the capital 
inflow was originally of a temporary nature, mainly 
speculative transfers occasioned by the belief in the 
prospective revaluation of the Australian pound ; these 
transfers were so large that by 1951 it was estimated 
that funds held in Australia which might be quickly 
withdrawn amounted to about £A300-350 million. 2 

A special case has been the finance of the dollar 
imports needed for development programmes now in 
hand : it was estimated that dollar loans to the extent 
of 250 million dollars would be required for this purpose. 
A first instalment of 100 million dollars was obtained 
from the International Bank in August 1950 and the 
Bank indicated its willingness to participate in the 
further financing of Australian development. 

South Africa. The rapidity and size of the inflow of 
private investment capital into South Africa after the 
war has been just as striking as in Australia and, because 
of fluctuations in the rate of inflow, even more disturbing 
in its effects on the balance of payments. The estimated 
figures are as under : 



£ million 

1946 

20 

1947 

180 

1948 

100 

1949 

50 

1950 

50 


As in the case of Australia, the magnitude of the 
amounts received may be best appreciated when 
measured against the pre-war total: the nominal value 
of all investment in the Union up to 1936, mostly 

1 The Australian Balance of Payme 
• Ibtd. 


i, 1946-47 to 1950-61, p. ft. 
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accumulated over a period of perhaps 50 years, has been 
calculated as £500 million. 1 In the first five post-war 
years the capital inflow (£400 million) therefore amounted 
to about four-fifths of the total pre-war investment. 

The various types of capital involved may be listed 
as follows: 

(а) As in Australia, part of the total was to meet the 
needs of industrial development: new investment in 
commerce and industry during the years 1946-50 totalled 
£135 million. 2 Not all of this would be attributable 
to new capital from abroad, but the evidence suggests 
that perhaps £100 million of external capital was so 
invested. 

(б) The second major channel for new investment 
was in mining, especially gold mining, where the rate of 
capital absorption was immensely increased by the post¬ 
war development of the Orange Free State goldfield. 
The opening up of these new mines will, over a period of 
years, involve in the aggregate heavy capital expenditure, 
the estimates for the mines now envisaged ranging be¬ 
tween £150-200 million ; 3 this may be compared with 
the figure of £200 million for the total investment in the 
gold mining industry from 1887 to 1932. By mid-1951 
only part of the sum needed (£66 million) had been made 
available, but when other mining investment is taken 
into account, the new capital invested in mines during 
the years 1946-50 totals nearly £100 million; most of 
this also was probably external capital. 

(c) On the above basis much of the total capital 
inflow of £400 million during the years 1946-50 remains 
to be accounted for. Allowing £20 million for public 


1 Frankel. Capital Investment in Africa. 

8 Quarterly Statistical Bulletin of South African Reserve Bank . 

* The figures exclude the cost of the neceseary ancillary development. 
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borrowing, approximately £100 million for industrial 
development, and not more than £100 million for mining 
and other forms of development, there is a residue of 
nearly £200 million, which must presumably be classified 
as flight capital or hot money. A good deal of this was 
probably invested not only in existing equities but also 
in other forms such as real estate. 

The Colonies. Post-war investment in the Colonies 
has taken various forms. Part has been planned de¬ 
velopment, concerned with the establishment or expan¬ 
sion of basic social and economic services : by 1951 the 
approved development plans of Colonial Governments 
totalled £227 million, and it seems likely that this type 
of investment may (if present proposals are carried into 
effect) amount in the aggregate to about £350 million. 
In addition there is also actual or projected investment 
through public corporations created for specific purposes : 
the Colonial Development Corporation (with borrowing 
powers up to £110 million) and the Overseas Food 
Corporation (with borrowing powers up to £55 million) 
had by 1950 invested large sums in diverse projects in 
different Colonies, while the Report of the British Guiana 
and British Honduras Settlement Commission recom¬ 
mended the creation of development corporations for 
each of these Colonies to undertake investment estimated 
at £20 million. Private investment in the Colonies 
during post-war years may be estimated at approxi¬ 
mately £100-150 million. 1 

It will be seen from these particulars that the amount 
of actual or contemplated investment in the Colonies is 
very considerable, totalling some £500-600 million. As, 
however, not all of this would yield a direct monetary 
return, provision has been made for a large proportion to 

1 Of. OEEC : Investment »n Overseas Territories tn Africa (1951). 
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be financed either by grant from the United Kingdom 
or from the local resources of Colonial Governments. Of 
the official development investment of £227 million 
already sanctioned, £71 million is to come from the 
Colonial Development and Welfare fund, £08 million to 
be found from tax revenues or the accumulated balances 
of Governments and the remainder (£88 million) to be 
raised by borrowing. If official development schemes 
should extend to £350 million, the share to be financed 
by Government borrowing might (if the existing alloca¬ 
tion be taken as a guide) be nearly £150 million. 

By 1950 only limited progress had been made with 
the programme outlined above, although the amounts 
involved were considerable. For the African territories 
only (which, however, probably accounted for much the 
greater part of the total), aggregate investment, public 
and private, during the years 1946-50 has been estimated 
at over £300 million. 1 Apart from developmental ex¬ 
penditure financed by grants from the United Kingdom 
or from the existing resources of Colonial Governments, 
the main channels of external investment and the approxi¬ 
mate amounts involved seem to have been as follows : 

£ million 


Colonial Government Loanw 20 

Colonial Development Corporation Investment 30 
Overseas Food Corporation Investment 30 

Private Investment (new) 60 

Total 130 


India, Pakistan and Ceylon. Post-war investment in 
the three countries reviewed in this section has been 
limited, but plans have been formulated for large-scale 
development with the assistance of external capital. 

The aim of the “ Colombo Plan ” (so called from its 


* Ibid. 
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origin at a Commonwealth conference at Colombo in 
January 1950) is to promote economic and social de¬ 
velopment in South and South-East Asia. In order to 
assess the needs and resources of the area and the 
external assistance necessary if development plans were 
to be carried out, each participating country in the area 
was asked to prepare a realistic and comprehensive 
statement of its economic situation and development 
plans. In September-October 1950 the statements pre¬ 
pared by Commonwealth countries were examined at a 
further meeting in London. 

The detailed consideration of the proposals submitted 
and of the available resources yielded the following 
estimates of the total external finance needed for the 
six-year development programme (1951-57) of India, 
Pakistan and Ceylon : 1 



£ million 

India 

607 

Pakistan 

129 

Ceylon 

41 

Total 

777 


These sums must be considered large in relation 
either to the existing debt of the countries concerned or 
the probable size of investible resources elsewhere. The 
Report on the Colombo Plan did not explore in detail 
the extent to which such resources might be made avail¬ 
able through the traditional channels of finance but ex¬ 
pressed the opinion that investment by private investors 
and the International Bank would prove insufficient for 
the end in view. It does not seem possible at present 
to estimate with any certainty how far the Plan is likely 
to be realised. 

1 Other than by using the sterling balances of the countries concerned 
(Cmd. 80B0). 
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The data summarised in this section indicate the 
existence of a number of different trends. These show 
that the loss of part of the United Kingdom’s overseas 
investments during or after the war has not been final 
but has to some extent been made good both by rising 
values for the residue and by new overseas lending. 
Viewed from another aspect, it will be seen that the 
repayment of external indebtedness by overseas sterling 
countries has been followed by the creation of new in¬ 
debtedness, sometimes of a different character (as where 
fixed-interest public debt has been replaced by equity 
capital) or in new areas (the under-developed countries), 
and that in certain directions an extension of this process 
is being planned. The changes already effected have 
clearly been large enough to alter very considerably the 
former pattern of international investment, and further 
changes in this pattern will be made if the plans now 
contemplated are carried into effect on the scale proposed. 

(ii) External Reserves and Liabilities 

A characteristic feature of the sterling area is that 
the external reserves of member countries other than 
the United Kingdom are for the most part held in the 
form of sterling balances in London. This practice is 
based mainly on the fact that the countries concerned 
have close trading and financial relationships with the 
United Kingdom, which in turn have made it convenient 
to adopt an arrangement of this kind. South Africa, 
because of its special position as a gold producer on a 
large scale, is to some extent an exception, and in the 
past has preferred to keep its reserves mainly in gold, 
but more recently the Union has held considerable ster¬ 
ling reserves also. Other members of the overseas 
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sterling area hold only relatively small stocks of gold 1 
and the level of sterling assets is therefore always a 
matter of concern. 

Discussion of the optimum level of these reserves has 
been conditioned by the experience of pre-war years 
when in several instances (and for various reasons) this 
aspect of the external position had caused anxiety. 
Australia and New Zealand were perhaps the two 
countries where this was most marked : in both cases 
reserves had not only fallen during the depression years 
but thereafter had failed to recover to any considerable 
extent or (as in the case of Australia) had recovered and 
then fallen again. As similar difficulties were encountered 
elsewhere, reserves were, at the outbreak of war, in many 
instances below the levels regarded as desirable. 

In these circumstances a primary objective of mone¬ 
tary policy was to restore the previous relationship, or at 
least to prevent any further deterioration. In Australia 
the Royal Commission on Money and Banking pointed 
out that the loss of nearly all the country’s gold reserves 
after 1929 had not been made good by a corresponding 
increase in London funds, and considered in detail possible 
methods of building them up to an appropriate level.* 
In New Zealand, where reserves had been almost ex¬ 
hausted in 1938 (partly as a result of a flight of capital), 
stringent exchange control was introduced in order to 
conserve and maintain them. In Ireland the Majority 
Report of the Banking Commission, notably pessimistic 
in reviewing the evidence for the years 1931-36, empha¬ 
sised the importance of maintaining sterling assets.* 

Proposals and policy measures were to a large extent 

1 Figures will be found in Appendix IX, sec. (iv). 

* Report (1937), paras. 590-597. 

* Report (1938), paraa 132, 137, 154. 102-163. 
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nullified by the outbreak of war, which introduced 
several new factors, and subsequent developments 
varied as between different countries. In some cases the 
balance of payments figures show that the surplus was 

EXTERNAL RESERVES OF STERLING COUNTRIES 


Year 

Ireland 
£ million 

Australia 
£A million 

N. Zealand S. Africa 
£NZ million £ million 

India 

Re crores 

Ceylon 
Rs. mill. 

Colonies 
£ million 

1939 

132 

56 

10 

,54 

167 

275 


1945 

292 

208 

83 

266 

1712 

1200 

447 

1946 

318 

215 

103 

249 

1667 

1210 

496 

1947 

307 

199 

109 

248 

1563 

947 

610 

1948 

307 

274 

100 

81 

1067 264* 

989 

556 

1949 

331 

452 

80 

104 

866 189* 

934 

583 

1950 

346 

650 

87 

166 

874 163* 

1077 

764 

19511 

307 

843 

123 

137 

821 204* 

1187 

908 


* Pakistan 

t Latest available returns for countries where earlier figures are shown at end of year, 
Ireland : External assets of Central Bank and trading banka at end of year. 
Source : IMF. 

Australia: International reserves at mid-year. Source : Commonwealth 
Bank. (End-1951 figure was £A544 million.) 

New Zealand : External assets of Reserve Bank and Trading Banks as at June. 

Source : N.Z. Reserve Bank. (End-1951 figure was £NZ82 million.) 
South Africa: Reserve Bank holdings of gold and exchange at end of year. 

Source : Reserve Bank of South Africa. 

India : External assets of the Reserve Bank of India and (after 1947) of State 
Bank of Pakistan at end of year. Source : IMF. 

Ceylon : External assets of Government and official agencies, Currency Board/ 
Central Bank and Commercial Banks. Source : Annual Report of Central 
Bank, 1950. 

Colonies : Sterling balanoes of Colonies at end of year as shown in Cmd. 8201 
and 8379. 

not sufficient to add materially to external reserves 
during the war years. Neither Australia nor New 
Zealand attained a large surplus until towards the end 
of the war. In the former country a series of deficits 
aggregating nearly £AI00 million was recorded from 
1939-40 to 1942-43 and only for the two remaining 
years was there a surplus, which, however, was very 
large ; in New Zealand no considerable surplus can be 
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discerned until 1944-45. The external reserves of both 
countries therefore did not rise much above pre-war 
levels until towards the end of the war. On the other 
hand, South Africa, India and Ireland all had wartime 
surpluses, partly attributable to the reduction in the 
volume of imports ; as a result their external reserves 
throughout the war showed a nearly continuous increase, 
which in India and South Africa was limited but not 
checked by the repatriation of overseas debt. The high 
figures recorded for the Colonies after the war were 
perhaps partly due to the restriction of imports, partly 
to a surplus on invisible account arising out of war 
transactions and partly to other factors such as currency 
expansion. 

After the war, conditions again varied to some 
extent and in several countries the trends prevailing 
during the war were reversed. In Australia, although 
there were large fluctuations from year to year, there 
was a cumulative surplus of appreciable size. In New 
Zealand, apart from 1946, no large surplus was recorded 
until 1950. On the other hand, the wartime surpluses of 
India, South Africa and Ireland ceased and in each a 
serious deficit emerged. At this point capital movements 
became prominent: an inflow of capital fortified the 
reserves of Australia, South Africa, the Colonies and 
Ireland, while in India and New Zealand capital trans¬ 
actions on Government account were a considerable item 
on the debit side. 1 The net effect of all transactions was 
an immense increase in the external reserves of Australia, 
but those of India, New Zealand and South Africa were 
for a time heavily drawn on. In Ireland, notwithstand¬ 
ing the current deficit, the inflow of capital (including 

1 India paid oat from sterling balances Rs.296 orores for pensions funding 
and war stores. 
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Marshall Aid) was sufficient to sustain sterling assets 
until 1951, while for the Colonies the capital inflow and 
the expansion of note issues occasioned a large increase 
even before the emergence of a trade surplus in 1950. 

The general result was that by 1950 the reserves of 
Australia, Ireland and the Colonies were at record levels, 
but the figures for most other sterling countries were 
below (in some cases much below) the level attained 
during or shortly after the war. This trend caused some 
concern. In South Africa it necessitated the imposition 
of import restrictions at the end of 1949 in order to safe¬ 
guard the remaining reserves ; in India about the same 
time it was decided that an effective attempt must be 
made to limit the balance of payments deficit, and in 
New Zealand the figures were taken as evidence that the 
country was spending more than it earned. In some 
cases, moreover, there were commitments which could 
adversely affect reserves: thus in Australia it was esti¬ 
mated 1 that the withdrawal of short-term capital might 
reduce external assets by as much as £A300 million, 
while India proposed to finance development at least in 
part by drawing on sterling balances.* 

Not all of these trends continued in 1950-51. Sur¬ 
pluses in Australia and New Zealand were reflected in 
increasing reserves until mid-1951, and this was true 
also of India, but in South Africa a recovery in 1950 
was followed by a relapse in the following year as the 
trade balance deteriorated; the same trend appeared in 
Ireland in 1951, when Marshall Aid ceased and the 
adverse trade balance rose sharply. In the Colonies the 
enormous increase attributable to the large trade surplus 
in 1950 was carried further in the first half of 1951. 

1 Commonwealth Bank of Australia, Annual Report, 1949-50. 

* To the extent of Rs.280 crores (Cmd. 8080). 

K 
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The external assets of the overseas sterling area con* 
stitute the greater part (over two-thirds) of the United 
Kingdom liabilities known as the “ sterling balances ” 
and may therefore be related to changes in such balances 
(or at least to changes in those owned by sterling 
countries): the extent of these movements is shown in 
the table below : 1 


UNITED KINGDOM STERLING LIABILITIES 
(£ million) 


Year* Colonies 

Other 

8tg 

Area 

Total 

8tg 

Area 

Dollar 

Area 

Other 

W Heral 
sphere 

OEEC 

Countries 

Other 
Non-Stg 
Countries t 

Total 

1936-38 

1945 

447 

2007 

2454 

36 

164 

421 

613 

700 

3688 

1946 

495 

1922 

2417 

35 

213 

424 

632 

3721 

1947 

510 

1787 

2297 

18 

235 

480 

573 

3603 

1948 

55t) 

1807 

236 1 

19 

135 

370 

533 

3420 

1949 

583 

1769 

2352 

31 

80 

439 

615 

3417 

1950 

754 

1976 

2730 

79 

45 

395 

494 

3743 

1951 

908 

2190 

3098 

73 

65 

422 

520 

4168 


• As at end of year cxci pt for 1051 F wbkh Is for lune 
t Mainlv hgjpt whose balances totalled about £280 million In 1961 

Source Cmd 8201, 8354, 8379 


It will be seen from these figures that the aggregate 
repayment of sterling balances by the United Kingdom 
in the first four post-war years was very small, the total 
of some £300 million for 1946-49 giving a net average 
repayment of under £75 million per year ; the reduction 
over the period was more for non-sterling than for sterling 
countries For the sterling area as a group the reduction 
was only £100 million and this total masks very divergent 
movements as between member countries : apart from 
the substantial accretion in the amounts held by the 

1 Much useful detail on the genesis and growth oi the sterling balances will 
be found m an article by H. A Shannon ■ “The Sterling Balances of the 
Sterling Area, 1939-49 ** {Economic Journal , September 1950) Estimates of 
the amounts held by individual countries are given in the Economist, 13th May 
1950. 
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Colonies, the figures given earlier for the overseas reserves 
of individual countries suggest that the major changes 
included a heavy reduction in India and an enormous 
increase in Australia. These changes, of course, include 
tranfers to and from the United Kingdom as well as 
between members of the overseas sterling area. 

In 1950-51 net repayment ceased and the total rose 
sharply, almost entirely as a result of an increase in the 
balances of sterling countries : this was in the main 
due to the fact that the overseas sterling area had passed 
from deficit to surplus, and constituted the counterpart 
of earnings in the dollar area and Europe, taken in con¬ 
junction with the shrinkage of the United Kingdom 
surplus on sterling account in 1951. Further reference 
to the figures for overseas reserves indicates that the 
countries chiefly concerned were Australia, New Zealand 
and the Colonies. 

The table on page 138 displays the relative magnitudes 
of the factors underlying changes in the balances of over¬ 
seas sterling countries. It will be seen that, although these 
balances were fed by the proceeds of gold sales, the RSA 
deficit in relation to the United Kingdom and (until 
1950) the dollar area was a major factor operating in the 
opposite direction ; nevertheless, the reduction effected 
in this way was more than offset by the capital efflux 
from the United Kingdom and, more recently, by the 
large surplus earned by the overseas sterling area else¬ 
where, especially in Europe. 

Over the whole of the post-war period, therefore, the 
sterling balances showed in the aggregate an increase, 
notwithstanding the repayment of considerable sums in 
certain cases. This increase, however, needs careful 
interpretation. Although the total expressed in mone¬ 
tary terms has risen appreciably since 1945, the rise in 
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price levels has greatly reduced the real burden which 
repayment by the United Kingdom would involve; 
similarly, when effecting a comparison with pre-war 
years, it should be borne in mind that, at end-1950 
export prices, the total held before the war would have 
amounted to about £2000 million. Rising prices thus 
limit the extent to which the balances are in practice 


FACTORS IN GROWTH OF STERLING AREA BALANCES 
(£ million) 



1946 

1947 

1948 

1949 

I960 

1961 * 

RSA : 

Balance with U K. 

43 

-89 

-197 

-273 

-218 

-46 

Balance with Dollar Area 

-64 

-273 

-82 

-89 

154 

148 

Gold sales to U K 

82 

84 

55 

68 

100 

41 


61 

-278 

-224 

-294 

36 

143 

Net transfers to ( - ) or from 
“ third ” countries 

-27 

-69 

80 

-13 

190 

121 

Balance of Govt loan trails 
actions with UKf 

-10 

-11 

17 

97 

22 

6 

Capital outflow from UK} 

60§ 

229 

161 

199 

130 

96 

Change in Sterling Balances 

-36 

-129 

34 

-11 

378 

368 


* Jan -June 

t Includes transactions with IMF, lump sum pa> meats by Australia and New Zealand, 
and Ireland's ERP receipts 

1 Includes miscellaneous transactions 
I Inflow 

Source Economist, 10th November 1951 

likely to be drawn on, as the inflation of trade values 
and the expansion of note issues necessarily involve an 
increase in the amount held as working balances and 
currency backing. Again, an absolute increase in the 
total must be related to the factors responsible for it, 
since in so far as the balances are the counterpart of gold 
and dollars earned by the overseas sterling area, they do 
not increase the net capital liabilities of the United 
Kingdom : thus while the balances of sterling countries 
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rose by £500 million between June 1950 and June 1951, 
there was over the same period an equivalent inorease 
in the gold and dollar reserves. 

Some attempts have been made to solve the problem 
of the ultimate disposal of these balances. It is apparent 
that so long as the present monetary system continues 
to function there is no question of complete repayment, 
and that much larger sums than before the war will be 
needed both as backing for currency and as exchange 
reserves : it has been suggested above that on the basis 
of the pre-war figures adjusted for the rise in price levels 
and currency expansion, a total of about £2000 million 
might easily be needed for these purposes. In certain 
cases, moreover, there is at present relatively little 
margin for further drawings after allowance is made for 
the basic minimum required as working balances and 
monetary reserves, or for the possibility of withdrawals 
on capital account. Some countries, however, feel that 
they can with safety draw on part of these assets, and 
arrangements recently concluded provide for the repay¬ 
ment over a period of years of a substantial part of their 
blocked balances: the terms of the agreements (sum¬ 
marised below) take account of estimates that by the 
end of the period of repayment these balances would 
have been reduced to the level required as a currency 
reserve. 


Sterling Agreed Period of 

Balance Repayment Repayment 

(£ million) 


India 

650 

300 

1951-57 

Egypt 

280 

100 

1951-61 or 1963 

Pakistan 

140 

24 

1951-57 

Ceylon 

80 

21 

1950-57 


JfeU : The figures in the tint column represent Mel sterling balance#, those In the 
second ooiamn the sxnount of the blocked balances.to be repaid _ nearly oil the Indian and 


balances are a* 411951 
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The colonial balances are of special interest not only 
because of their enormous size and because they are to a 
large extent subject to control by the United Kingdom, 
but also because they are not fully comparable with those 
of the self-governing members of the Commonwealth and 
other countries. “ Colonial currency resources are ac¬ 
quired and carried on a different basis from those of 
other countries; the surpluses and investments of 
Colonial Governments are for the most part of different 
origin and different purpose from those of other Govern¬ 
ments ; Colonial banking funds do not have the same 
significance as those of countries with autonomous mone¬ 
tary systems.” 1 A detailed analysis of these balances 
seems to show that in so far as they represent backing 
for colonial note issues, they do not constitute an overseas 
loan to the United Kingdom, while in so far as they 
represent the sterling funds of banks operating in colonial 
territories, they are the property, not of Colonial Govern¬ 
ments, but of such banks : few of these banks would be 
in colonial ownership. Moreover, Colonial Government 
funds held in London are needed to meet obligations in 
the United Kingdom, and may include the proceeds of 
London loans : this was perhaps especially important in 
1950-51, when colonial issues totalled nearly £50 million. 
On the whole, therefore, it appears that a very large part 
(perhaps much the greatest part) of the sterling balances 
of the colonies does not in fact add to the United 
Kingdom’s external liabilities. 

(iii) Debtor-creditor Status 

The importance of debtor-creditor relationships in a 
period when price levels change appreciably makes it 

1 Greaves : “ Colonial Sterling Balanoea ”, Earn. J ., June 1951. By end-1951 
Colonial currency fundi* exceeded £300 million. 
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desirable to see how far these relationships have been 
affected during the past few years. It is clear from the 
figures for the current balance that both the United 
Kingdom and Ireland remain as formerly creditors on 
investment account while most other sterling countries 
are still, as before, debtors in respect of this item. It is, 
however, possible that a different result would emerge 
if capital assets were set against capital liabilities. Using 
the data on investment changes as given in the two pre¬ 
ceding sections, an attempt at an appraisal on this basis 
is given below for certain countries. The figures are 
necessarily approximate. 

United Kingdom and Ireland. For present purposes 
the pre-war total of the United Kingdom’s overseas in¬ 
vestments is taken as £4500 million ; 1 as against this, 
pre-war private investment in the United Kingdom 
seems to have amounted to about £500 million.* On 
the other hand there were in 1938 gold reserves of about 
£800 million held against short-term balances of approxi¬ 
mately the same amount.* The net position on capital 
account before the war seems therefore to have been 
somewhat as follows : 

£ million 


tr dr 

Investments 4500 600 

Balanoes 800 * 800 

Total 5300 1300 

* Gold reserves 


The changes of the war and post-war years clearly 
affected both sides of the account. Accepting the 
estimated values given earlier, investment holdings may 
now be reckoned at about £4200 million. To this should 

1 See Appendix I. 

* The annual interest on both long-term and short-term account was 
(according to the balance of payments estimates) £30 nuliioa. 

* Cmd. 8354. 
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be added loans due from Governments and the gold and 
dollar reserves. On the debit side the chief item is the 
total of the sterling balances, but there are also very 
large sums due to Governments (mainly on account of 
the United States and Canadian loans) as well as the 
figure for private investment in the United Kingdom. 
Taking account of all these, the balance sheet for 1950 
seems to be as under : 

£ million 



or 

dr 

Investments 

4200 

1000* 

Loans f 

600 

2200 

Balances J 

1300 

3600 

Total 

0000 

6800 


* Estimate based on interest paid after allowing for Interest on sterling balances 

t Loans to foreign countries b$ the United Kingdom outstanding on 1st November 
1930 totalled £328 million (Hansard, 7th November 1950, col 34-36), £150 million due 
from Germany has been added bnt not certain old debts due by Commonwealth countries 
(including £4100 million for Australia and £25 million by New Zealand) Details of loans 
due by the United Kingdom (Hansard, 24th April I960, col 69-70) as at 31at March 1950 
Included U S loan, £1666 million ECA loan, £116 million , RFC loan, £34 million, 
Canadian loam, £470 million 

t Credit Item represents gold and dollar assets as at December 1950 plus official holdings 
of non-dollar currencies and EPU oredlt, debit item represents sterling liabilities (less 
£150 million due nominally to India and Pakistan on ocrount of pensions) as at the same 
date 

On capital account, therefore, the United Kingdom 
(notwithstanding its creditor position on investment 
income account) appears to be a net debtor. 1 The esti¬ 
mated debit of under £1000 million is perhaps smaller 
than is generally assumed and in fact does not appear to 
be of overwhelming magnitude in relation to the total 
balance of payments: the burden involved is, for in¬ 
stance, relatively much less onerous than that borne by 
many debtor countries before the war and, even in 
absolute terms, rather less than the current net indebted¬ 
ness of Canada.* It might, moreover, be appreciably 

1 These results conflict only because the indebtedness represented by the 
sterling balances of overseas countries earns a very low rate of interest and 
because interest payments on the United States and Canadian loans (75 million 
dollars and 24 million dollars respectively, had not fallen due by the end of 1950. 

* The net external indebtedness of Canada at the end of 1949 was 5790 
million dollars (£1200 million) 
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reduced if all the colonial sterling balances do not in 
fact constitute an external liability of the United 
Kingdom. 

Ireland’s status is in this respect very different. 
Before the war the absence of external public debt and 
the possession of large external assets made the net 
creditor position exceptionally strong, although there 
was some evidence to suggest that it was being impaired ; 
if, however, there was such a trend, it was reversed 
during the war. A recent estimate 1 shows the change 
as follows : 

Ireland’s External Assets 

(£ million) 



1999 

1949 

Government 

18 

54 

Central Bank 

9 

48 

Commercial Banka 

64 

136 

Other Holdings 

169 

163 

Total 

260 

400 


On the debit side account must be taken of the 
external capital invested in Ireland (estimated at £175 
million),* and ECA loan aid, wliich by end-1950 
amounted to £40 million. Allowing for both of these, 
it appears that Ireland is now a net creditor to the 
extent of approximately £200 million: although this 
may represent an increase (in monetary terms) as com¬ 
pared with pre-war, the position in real terms has 
worsened: even apart from ECA loan obligations, it 
was apparent that after the war there was a “ marked 
deterioration in Ireland’s net creditor position.” * More- 

1 Journal of the Statistical and Social Inquiry Society of Ireland, Vol. XVIII. 
The figures lor bank assets shown here are smaller than those given on p, 189 
because they are net of external liabilities. 

* ibid. 

* ERP: Ireland's Long Term Programme (Dnbiin, 1948), p. 10* 
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over, as a reserve the net amount now available cannot 
be considered excessive for a country with an adverse 
balance which during the two years 1950-61 probably 
totalled £100 million. 1 

Australia and New Zealand. The figures for the 
external debt and assets of Australia and New Zealand 
may be assembled to give the net position as under : 


Australia : 

1039 1060 

£A million 

Public Debt * 

644 

548 

Private Capital 

250 

400 

Total 

894 

948 

Overseas Assets 

56 

650 

less Liabilities + 


300 

Balance 

-850 

-600 

New Zealand : 

£NZ million 

Public Debt * 

197 

105 

Private Capital % 

25 

48 

Total 

222 

153 

Overseas Balances 

10 

87 

,, Securities § 

8 

33 


18 

120 

Balance 

-200 

-30 


* Excluding International Bank loan In the case of Australia and local authority debt 
In New Zealand ; the latter was reduced from £NZ15 million In 1930 to £NZ0 million in 
1049. 

t Commonwealth Bank, Annual Report, 1949-&0 

t 1930 figure from U.N. : Balance* of Payments, 1939-45, p 100, 1060 figure from 
New Zealand Abstract of Statistics, October 1061. 

| 1030 figure from U N : Balances of Payments, 1939-45 ; 1960 figure from Annual 
Report of Reserve Bank of New Zealand, 1049-60 

The balance sheet shows a very large change in both 
cases. Australia, which before the war was a net debtor 
to the extent of approximately £A850 million, had by 
1950 reduced net indebtedness by about £A250 million. 
For New Zealand the change has been even more radical 

1 “ If the present rate of disinvestment continue*, by 1954 Ireland will have 
lost her creditor status; there will be no external assets to fall back on in an 
emergency ” (Minister of Finance, in Irish Legislature, 18th July 1951). 
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since the net debit in 1950 was negligible and was prob¬ 
ably eliminated when overseas balances rose further 
in 1961. 

India. The comparison for India, where the change 
as compared with pre-war has been exceptionally large, 
is necessarily between pre-partition India before the 
war and the present Republic of India : the inclusion of 
Pakistan, a country with no external public debt (other 
than the Rs.300 crores due to India), little private 
capital indebtedness and considerable external reserves, 
would accentuate the magnitude of the change shown 


by the figures below. 

1939 

Rs 

I960 

crores 

Sterling Debt 

400 

— 

Private Capital * 

600 

500 

Total 

1000 

500 

Sterling Balances f 

150 

900 

Balance 

- 850 

400 


• 1050 figure from Census of India’* Foreign A nett and Liabilities (Reserve Bank of 
India. I960), 1939 is estimate based on data quoted in this publication 
f Foreign assets of Reserve Bank 

It will be seen that on this basis there has been a 
complete reversal, the pre-war debtor status (equivalent 
to some £660 million) changing to creditor status (at a 
level equivalent to £300 million); the two main factors 
in the change were the reduction in the sterling debt 
and the increase in sterling balances. Taking into 
account other items (including the inter-Governmental 
debts owed by Pakistan and Burma) the Reserve Bank 
has estimated that in 1960 the international investment 
position of India showed a surplus of approximately 
Rs.664 crores (£600 million). 

Colonies. A very tentative estimate for the Colonies 
may be computed by setting the available data on invest¬ 
ment in colonial territories, as examined in Appendix I, 
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against the figures for the sterling balances of the Colonies. 


The results are given below. 

1»S« I960 

£ million 

Public Debt 100 100 

Private Capital 200 * 350 * 

Total 300 450 

Sterling Balances 100 * 760 

Balance - 200 300 

* Estimated. 

On the basis shown, there has been a change, very 


considerable in extent, from debtor to creditor status, 
within a relatively brief period. In this case, however, 
the change may not prove permanent, since sterling 
balances are likely to be used to finance the development 
plans now in hand, and borrowing on both public and 
private account should increase appreciably during the 
next few years. Moreover, the official figures for colonial 
sterling balances may include large sums not strictly 
attributable to the Colonies as owners. 

All these changes in debtor-creditor status are 
evidence of the impact of certain forces at work through¬ 
out the system. They show that there is no longer, 
as formerly, a clear-cut distinction between “ old ” 
countries, such as the United Kingdom or Ireland and 
“ new ” countries such as the other members of the 
sterling area. The characteristic status on capital account 
of the former has either been lost (as in the case of the 
United Kingdom) or impaired (as in Ireland). On the 
other hand the net debtor status of other member 
countries has either changed to creditor status (as in 
India and the Colonies) or (as in Australia and New 
Zealand) has been modified very considerably by pro¬ 
gress towards creditor status. This change constitutes 
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another aspect of what has already been noted above : 
as in studying the current balance it was found that over¬ 
seas sterling countries have played a much greater part 
than formerly, so also on capital account it can be seen 
that their relative status has similarly altered. It might 
be unwise to forecast the future behaviour of this trend, 
but even on the present basis the evidence goes to show 
that here also a marked shift has occurred in the centre 
of gravity of the sterling system. 



CHAPTER V 


THE MECHANISM OF CONTKOL 

The facts of the external payments problems of the 
sterling area as a whole and of its members have now 
been summarily reviewed. In order to complete the 
account of the structure of the system it remains to note 
certain characteristic features of the way in which it 
works and to show that, as constituted after the war, it 
was very different from what had seemed likely to evolve 
from pre-war trends of development. 

A convenient point from which to trace these de¬ 
velopments is the departure of the United Kingdom 
from the gold standard in 1931. In the succeeding years 
the term “ sterling area ” (or “ sterling bloc ”) came into 
use to designate a group of currencies based on sterling 
because of trading or financial relationships, although it 
had not then the same connotation as later. Not only 
was the sterling area at that time much wider and less 
homogeneous than after the war, but as a working system 
it was very different from that now in existence : 

“ Then, and especially after 1931, the more homely 
phrase ‘ sterling bloc ’ had for many years described 
the loose, informal and wholly voluntary association 
which was all that the ill-defined ‘ area ’ then com¬ 
prised — a concept without any substance in law and 
carrying with it no legal implications whatever. It 

148 



THE MECHANISM OF CONTROL 14» 

was a club in which custom and habit took the place 

of rules. . . . ” 1 

Although foreign countries were later found to be 
for the most part rather loosely attached to the system, 
Commonwealth countries were linked together by 
stronger ties, mainly of a commercial and financial 
character : they were accustomed to maintain a certain 
relationship between their currencies and sterling, to 
hold external reserves in sterling, to convert exchange 
earnings into sterling and to obtain foreign exchange by 
drawing on sterling balances. But, at least in many 
Commonwealth countries, a centralised system of inter¬ 
national payments would have been opposed to current 
trends of opinion and practice : these countries were 
now evolving as independent political entities and, per¬ 
plexed as they were by the magnitude of the contempo¬ 
rary economic crisis, were beginning to assimilate new 
developments in monetary thought and technique. The 
result was a rather general tendency to question the 
validity of traditional policies in monetary and banking 
affairs ; the volume of discussion on these matters was 
in fact so great that it was found necessary in several 
countries to crystallise the issues by undertaking an 
examination of current practice in order to ascertain 
what changes seemed desirable and practicable. Such 
inquiries were begun in Australia (1935), New Zealand 
(1934) and Ireland (1934), while shortly before India had 
completed the latest of a long series of banking and 
currency investigations. 

One result of this activity was the establishment of 
central banking institutions (in the modem sense) 
throughout the sterling area. In some instances the 


1 Economitt, 23rd November 1946 
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genesis of these institutions can be discerned much 
earlier, but it was only in the decade preceding World 
War II that they came to maturity. The Commonwealth 
Bank of Australia, founded in 1911 but aB late as 1929 
not yet fully accepting the role of a central bank, 
assumed responsibilities as such during the crucial years 
1931-33. The South African Reserve Bank, although 
founded in 1920, gained control of the exchange rate only 
in 1925 by arranging to purchase the gold output, and 
it was not until 1931 that it was endowed with legal 
powers in this sphere. In India the Reserve Bank re¬ 
commended by the Hilton Young Commission of 1926 
was after many delays established in 1934, and in New 
Zealand the Reserve Bank was set up at the same time. 
In Ireland the Majority Report of the Banking Com¬ 
mission recommended in 1938 the establishment of a 
central bank, 1 although it was not actually established 
until 1942. 

These developments may be interpreted in different 
ways, but there can be little doubt as to their general 
significance : the main underlying factor was the belief 
that a monetary policy adapted to individual circum¬ 
stances, and made effective through an appropriate 
authority, could do much to achieve objectives such as 
full employment and economic stability. One strand in 
this belief was the tendency of individual countries, as 
they became conscious of their needs and felt their way 
towards an autonomous monetary policy, to become in¬ 
creasingly disinclined to conform to policy which was 

1 Or did they? “ The recommendations which have been made . . , involve 
an increase in the banking functions of the Currency Commission and comprise 
in effect the range of functions winch a centra] bank m this market would have 
occasion to exercise. ... We think that m these circumstances the name of 
the Currency Commission should be suitably altered to indicate that the 
monetary authority envisaged in our recommendations is in its character a 
central banking organisation " (Report, para 31)1]. 
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merely traditional, or imposed on them from abroad. 
Thus in New Zealand it was pointed out that: 

“ In the past the fundamental weakness of our 
banking organisation lay in the fact that its control 
rested in the hands of six independent boards of direc¬ 
tors, only one of which possessed a head office in New 
Zealand. New Zealand monetary affairs were thus 
largely controlled from Great Britain and Australia, 
where the remaining five boards are situated. . . . 
In such circumstances it is clear that the trading 
banks could not have any definite or conscious mone¬ 
tary policy designed particularly to promote economic 
stability and the general welfare of the people of this 
Dominion.” 1 

This trend of opinion was widespread, and one aspect 
of it was the distrust of the Bank of England enter¬ 
tained in many quarters. If it was now considered' 
undesirable that monetary policy (in so far as it existed 
at all) Bhould be left to traditional rule-of-thumb methods 
evolved by private trading institutions, it was also quite 
clear that remote control by the Bank of England was 
no longer practicable. The unpopularity of the Bank 
in oertain Commonwealth countries derived not only 
from the belief that on matters of principle it might 
easily differ from current opinion in overseas sterling 
countries, and the conviction that it sometimes gave 
insufficient attention to local conditions when working 
out or advising on policy matters, but also from the sus¬ 
picion that it exercised pressure on the local authorities 
responsible for b anking and monetary affairs. The 
strength of this feeling was such that the Australian 
Royal Commission on Money and Banking as well as 

* Report of the Monetary Committee, 1934, para*. 53-54. 
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the Irish Banking Commission thought it necessary to 
rebut the suggestion made in evidence that domestic 
policy in this field was dictated by the Bank of England. 1 

In any case the outcome was that by 1939 central 
banks had been or were being established in the main 
countries of what is now the sterling area. In a sense 
not then foreseen these banks were to become the nucleus 
of the new system, providing as they did the institutional 
mechanism through which it could function; at the 
time of their establishment, however, at least as en¬ 
visaged by the individual countries concerned, the 
objectives in view were very different, each central 
bank being directed to work out a policy to meet local 
requirements. It was therefore embarrassing to find 
that just as this measure of autonomy was achieved, it 
became to a large extent circumscribed by new develop¬ 
ments during and after the war. 

These developments were of two main kinds. In the 
first place the system was given a more rigid form when 
war conditions necessitated the legal definition of the 
sterling area and thus occasioned a sharp distinction 
between sterling and non-sterkng countries. Not only 
were the former now clearly designated as such, but this 
classification became of primary importance, since move¬ 
ments of funds between most sterling countries remained 
relatively unrestricted while those between the sterling 
area and non-sterling countries were subjected to strict 
control. For some purposes, therefore, the sterling area 
became one monetary unit; moreover, although in 
form exchange control was imposed and worked by 

1 Report of R.C on Money and Banking, para. 165, Report of Banking 
Commission, para. 214 It may be noted also that in 1939 the Bank of England 
nominee for the Deputy-Governorship of the Reserve Bank of India was rejected 
and subsequently an Indian was appointed. After the war the first Governor 
of the Central Bank of Ceylon was a nominee not of the Bank of England hot 
of the Federal Reserve Board 
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member countries themselves and not by the United 
Kingdom, during the war it could be made effective by 
the United Kingdom through allocations of shipping and 
raw materials which would compel all members to 
conform to the main directives of exchange policy. The 
second innovation was the method adopted to economise 
scarce currencies by pooling them for subsequent allot¬ 
ment to member countries according to individual 
needs ; this, too, was at variance with the pre-war trend 
towards decentralisation and was eventually to prove 
specially distasteful where restrictions on hard currency 
expenditure involved limitations on domestic policy. 

The full implications of these changes were only 
gradually revealed and perhaps did not become fully 
apparent until after the war, when it was not found 
possible to lift wartime restrictions and return to the 
former system. It was then seen how great was the 
contrast with pre-war conditions. The central banks 
which were to have formulated and executed an autono¬ 
mous policy, had now become in large measure the instru¬ 
ments of a common exchange control centred in London. 
The policy which was to have been determined in 
accordance with individual circumstances, was now in 
the main dictated by external conditions, at best by the 
needs of the sterling area as a whole, to a very large 
extent by the needs of the United Kingdom. The 
Bank of England not only supervised the exchange 
oontrol (with the central banks of member countries as 
its agents) and effected in London the essential banking 
operations for the whole of the sterling area, but was 
believed also to be responsible for much of the effective 
policy-making of the system ; in addition, the United 
Kingdom Treasury controlled exchange reserves, fixing 
(in some cases) the amounts available for current use 
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and in all cases discouraging expenditure whether in 
sterling or in dollars. Trade policy was conditioned by 
the necessity of limiting sterling imports and saving 
hard currency; development plans were slowed up 
because it was necessary to restrict imports of capital 
goods from dollar areas. 

All these features of the post-war sterling area were 
economic in character, but the new conditions differed 
also in that the political and administrative basis of the 
system had been transformed. The emergence of India, 
Pakistan, Ceylon and Burma as independent political 
units implied an alteration in the balance of power 
within the system which increased the difficulty of 
negotiating a common policy and making it effective: 
this received practical recognition in that the restrictions 
necessitated by post-war conditions were usually in 
these cases not informal understandings but set out in 
detail in written agreements. There was, moreover, a 
shift of the functional centre of gravity as central banks 
were more and more brought under direct official control 
and the finance departments of Governments now exer¬ 
cised wide powers of negotiation and supervision in the 
field of external monetary policy. 

The evolution of the sterling area on these lines did 
not meet with universal approval among members of the 
system. Problems such as the operation of the dollar 
pool and the regulation of the sterling balances often 
gave rise to difficulties. As early as 1946 there was a 
proposal from India (at that time a dollar-eamer) that 
the pooling system for hard currencies should be ter¬ 
minated. South Africa in fact withdrew from the dollar 
pool after 1947. Australia, when asked in 1948 to live 
within its dollar income, expressed inability to do so. 
In 1949 the United Kingdom was obliged to recognise 
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explicitly that Ceylon was free to dispose of its own 
dollar earnings and to retain part for its own use. The 
sterling balances proved no less troublesome, not only 
because from time to time there was pressure from 
various quarters to have them scaled down (which 
naturally provoked opposition from their owners), but 
also because where they were blocked (as in the case of 
India and Pakistan) agreements for periodic releases 
had to be negotiated, and the releases granted were 
rarely considered adequate. 

Further difficulties arose from the fact that even on 
the purely technical side it was not always possible to 
achieve the desired measure of effective control, partly 
because of defects in the existing machinery. Countries 
which did not possess a highly organised administrative 
and financial system appeared unable to forecast or 
regulate the balance of payments so as to carry out 
agreements for exchange rationing: thus Australia in 
1947-48 after fixing a limit of 80 million dollars for the 
dollar deficit, found that in fact it amounted to 200 
million dollars, and India spent in one year (1948-49) 
the sterling released for a three-year period. It appeared 
also that not merely control of overseas expenditure 
but the estimation of essential needs was sometimes very 
defective: India put its 1949 target for food-grain im¬ 
ports at 4 million tons, imported 3-7 million tons and 
then found that only 2-7 million tons were in fact 
needed for rationing commitments. 1 

Difficulties of this kind arose not only because of 
institutional limitations or the inadequacy of the basic 
statistical data needed for planning and control, but also 
because of the extent to which those responsible for 

1 “ Had our requirements been more carefully calculated* it would have been 
possible to avoid virtually all imports involving dollar expenditure.” —Ka&m 
Economist, 10th February 1050. 
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control lacked expertise. The increasing participation 
of finance departments in this sphere meant that policy 
was developed by administrators working in a rather 
technical field, and the results were sometimes unsatis¬ 
factory. In a particular case it was pointed out that: 

. . the introduction of new methods or tech¬ 
niques into an established administrative set-up may 
produce technical problems about the optimum use of 
resources, both human and material, which are beyond 
the experience and capacities of the existing adminis¬ 
trative personnel. . . . The tendency to integrate ever 
more closely colonial financial and economic policies 
with those of the United Kingdom, with reference to 
the latter’s balance of payments, has posed a problem 
of this kind in the field of colonial administration.” 1 

And in another instance it was noted that: 

“ The interchange of views and information 
through the respective High Commissioners’ offices in 
London and Wellington appears, on the whole, to 
proceed fairly well, but it cannot be called either an 
expeditious or a sensitive system. ... Of all the 
official exchanges, those between the representatives 
of the marketing boards in New Zealand and their 
opposite numbers in Britain are probably the most 
efficient. They are backed by careful fact- finding at 
both ends and cover specialised fields with which the 
negotiators are thoroughly familiar.” * 

These defects naturally hindered the efficient working 
of the system. And this was not confined to overseas 
sterling countries. It was doubted in some quarters 
whether the facts available to the United Kingdom 

1 H. A. C. Dobbs, “ Administrator and Specialist ”, in Corona , January 1950, 
• New Zealand Commerce, 15th February 1951. 
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authorities were in all cases sufficient to enable the 
implications of policy to be fully assessed, and even the 
arrangements for the routine exchange of information 
were sometimes found to be inadequate. 

The fundamental difficulty, however, was the belief 
among members of the overseas sterling area that they 
were not consulted on decisions of high importance to 
the system as a whole and did not share equally in the 
formulation of policy. This naturally tended to impair 
the cohesion of the sterling system and, under the pressure 
of events, some attempt was made to meet such criticism 
by arranging at both the policy-making and technical 
levels for fuller consultation than had been usual. In 
September 1947 there was in London a meeting of 
Commonwealth representatives at which the facts of the 
dollar crisis of that year were explained, and the pro¬ 
grammes of imports and exports drawn up by member 
countries were mutually reviewed. It was agreed that 
there was need for close and continuing consultation on 
these problems, and arrangements were made for this to 
be effected on the basis of the regular exchange of 
information. Again, in 1949, the Finance Ministers of 
the Commonwealth met in London “ to exchange views 
on the urgent economic problems at present confronting 
their countries, with particular reference to the fall in 
the level of the gold and dollar reserves of the sterling 
area during recent months ” : this was in some respects 
a new departure, as for the first time Commonwealth 
ministers were brought together to take part in policy¬ 
making for the sterling area as a whole instead of being 
merely informed of decisions already taken by the 
United Kingdom. At the meeting the machinery of 
consultation was again brought under review. It had 
earlier become clear that periodical consultation of this 
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kind, although useful for the exchange of views and the 
discussion of policy, was inadequate as a means of 
control and needed to be supplemented by permanent 
machinery which could function more or less continu¬ 
ously, and an attempt had been made to meet this need 
by means of two standing committees. 1 

The first of these, the Sterling Area Statistical Com¬ 
mittee, was set up in 1947 on the initiative of the United 
Kingdom Treasury in order that member countries 
might exchange information about balances of payments, 
the gold and dollar reserve, and cognate matters of 
common interest. The countries represented other than 
the United Kingdom were Australia, New Zealand, 
South Africa, Southern Rhodesia, India, Pakistan, 
Ceylon and Ireland. A Canadian representative attended 
as an observer and there were representatives from the 
United Kingdom Treasury (who provided the chairman 
and secretariat), Board of Trade, Commonwealth Rela¬ 
tions Office and the Bank of England. Membership was 
entirely official in character, most of the Dominions 
being represented by members of their respective High 
Commissioners’ staffs. The Committee met approxi¬ 
mately every three weeks, but there was a continuous 
circulation of papers ; these were based largely on the 
Bank of England’s routine documentation of the balance 
of payments, showing the sterling area gold and dollar 
outlay and the position of each member country in rela¬ 
tion to the central reserves. As its name implies, the 
Committee was set up to receive and impart statistical 
information and had no policy-making function, but is 
believed to be used for the dissemination of information 
on current financial problems and discussion thereon. 

1 Most of the detail given in the two following paragraphs u> based on 
statements which have appeared in the Press,«.?. Economist, 14th January 1900. 
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A second body which operated in this field was the 
Commonwealth liaison Committee. A creation not of 
the Treasury but of the Cabinet Office, its chairman and 
secretariat were provided by the Commonwealth Rela¬ 
tions Office and Cabinet Office respectively. Canada 
had representation as a full member, not as an observer, 
and Ireland was not a member. Although it seems to 
have been in the first instance set up as a link between 
the Commonwealth and the OEEC, being used to keep 
Commonwealth countries informed on matters relating 
to the European Recovery Programme, its functions 
were apparently enlarged after the Finance Ministers’ 
meeting in July 1949 to include a study of the possibilities 
of matching the needs of member Governments against 
available resources so that dollar-saving policies could 
be worked out in detail; in 1950 it was proposed to 
extend its functions to cover some study of raw material 
supply problems arising out of the rearmament pro¬ 
gramme. The discussion of matters of this kind comes 
close to policy-making and at least must affect policy 
decision, but it is perhaps putting it too strongly to say 
that “ it is a forum where policy matters can be discussed 
and general approval secured for decisions Although 
it exchanges facts and policy statements of member 
countries, it has not been found a very suitable instru¬ 
ment for the formulation of policy. 

Permanent machinery of the kind exemplified by 
these two committees no doubt provided a more effective 
method of control than could be exercised through 
occasional meetings called for specific purposes, but it 
was found from experience that its working was not 
altogether satisfactory. Thus even the Sterling Area 
Statistical Committee, with a well-defined and limited 

1 Economist, loc . cU 



180 THE STERLING AREA 

sphere of operations, does not appear (at least until 1949) 
to have kept members of the overseas sterling area 
adequately informed of the state of the dollar pool 1 and, 
because of faulty intelligence, was apparently very de¬ 
fective as an instrument for the analysis of current or 
prospective balance of payments changes.' Moreover, 
in the wider sphere of policy there were complaints that 
important decisions were taken in London without con¬ 
sultation with the overseas authorities,* and, although 
after the 1949 Conference it was announced that the 
existing permanent machinery for consultation had 
been improved, events were soon to show that liaison 
was in practice far from complete and that the lack of it 
led to unfortunate results. This was most evident when 
the decision to devalue sterling was taken by the United 
Kingdom alone without prior consultation with the 
Governments of other sterling countries, who were in¬ 
formed only a day or two before the change became 
effective. The procedure adopted in this case was criti¬ 
cised in some quarters, notably in India, where the 
Finance Minister stated : 

“ I cannot help thinking that in a matter which so 
vitally affects the whole economy of every country in 
the sterling area, steps should have been taken to 

1 Cf. the remarks of Mr. Walter Nash, Finance Minister of New Zealand, 
after the 1649 Conference . “ Dominion Governments will m future be continu¬ 
ously advised of the state of the sterling area’s dollar pool through experts 
attached to the Dominion High Commissioners’ Offices m J/ondon.” — Financial 
Times, 2lst July 1949. 

1 “ We have, foi example, little information about the movement of stocks 
in the rest of the sterling area. We do not know, for instance, when calls upon 
the sterling-dollar pool for dollars are fairly low, whether it is due to a reduction 
in consumption or a decline in stocks ” (Mr. Hugh Gaitakell, former Chancellor 
of the Exchequer, as reported in Hansard, 7th November 1951, col. 214). 

* “ Is the Pound Sterling, the master currency of the Commonwealth and 
sterling Area, to be treated as the domestic affair of the small minority of the 
Commonwealth that occupies the United Kingdom . . . f ** — Eastern Econo¬ 
mist, 13th January 1950. 
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arrange for a secret meeting of the Finance Ministers 
of the Commonwealth before a decision was reached 
regarding these matters: the need for devaluation, 
the extent of devaluation and the time of devaluation/’ 1 

Criticism of this kind was not based merely on pro¬ 
cedural grounds but rested also on practical considera¬ 
tions, since members of the overseas sterling area did 
not have time to discuss the new situation and work out 
plans to meet it. In fact the lack of opportunity for 
joint consultation on policy had far-reaching results. 
One was the decision of the Ceylon Government to break 
the link of the Ceylon rupee with the Indian rupee 
because the Government of Ceylon did not know what 
action the Government of India proposed to take. A 
more serious consequence was that the Governments of 
India and Pakistan had no opportunity of ascertaining 
each other’s intentions or of discussing any policy which 
might have avoided the subsequent exchange rate con¬ 
troversy. In a matter so complex and far-reaching as the 
devaluation of sterling there were of course several cases 
where adjustments of one kind or another were necessary 
and where joint consultation was desirable : * the fact 
that it did not take place seemed to imply that effective 
methods of policy-making had not yet been found and 
that the reorganisation of the means of consultation 
announced in 1949 fell short of expectations. 

The existing arrangements seemed in fact inadequate 
to deal with the multiplicity of current problems and 
defective in that these problems appeared to be the 
responsibility of several different authorities. Thus 

1 As reported in the Financial T%mes t 6th October 1049 
4 “ There is the problem of the pnoe of sterling oil, of Australian wheat; 
of Pakistan jute , none of these problems would have arisen if a policy for the 
Commonwealth in the event of devaluation had been devised in advance.” 
— KwfUm Economy*, 13th January 1950 
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while the Sterling Area Statistical Committee and the 
Commonwealth Liaison Committee had their own fields 
of work, the various problems as they arose seemed to 
be dealt with piecemeal: the trading and financial rela¬ 
tions of the sterling area with Western Europe (including 
the negotiation of the European Payments Union) were 
discussed by the United Kingdom delegates to the 
OEEC at Paris; the problem of the sterling balances 
was remitted for study to a body in Washington on 
which there were representatives of the United Kingdom, 
Canada and the United States but not of the overseas 
sterling area (whose members owned the major part of 
these balances); the development plans for South- 
East Asia were drawn up at a series of ad hoc conferences. 
There was no single representative and expert body 
competent to survey the whole field and put forward for 
discussion draft proposals which might command the 
assent of all the countries concerned, and little evidence 
of any design to constitute such a body. 1 In the 
circumstances it was inevitable that difficulties should 
constantly be encountered in the attempt to work out 
and apply through the non-specialised machinery of 
liaison an appropriate policy, and after several years’ 
experience it was admitted that a review of the existing 
arrangements was necessary.* 

1 “ There was (in 1949) an abortive attempt at giving to the sterling area 
the form and authority of the OEEC and much disappointment when this 
attempt petered out into an insignificant Committee ” — Eastern Economist, 
Annual Number, 30th December 1949 

1 Just after leaving offioe, the outgoing Chancellor of the Exchequer sug¬ 
gested " a round-table discussion about the whole operation of the sterling 
area ... to devise arrangements which will more effectively prevent those 
sudden movements and sudden claims upon the central reserves " (Hansard* 
7th November 1951* col. 214) The former Economic Secretary to the Treasury 
amplified this by saying : “ It may be worth considering whether there should 
not be some more regular machinery by which the dollar import programmes of 
all the sterling area countries are looked at jointly at regular intervals" (ibid,, 
8th November 1951* col 347). 



CHAPTER VI 

CONCLUSION 

The survey of the structure of the sterling area given 
in this book is intended primarily as a coherent state¬ 
ment of the facts of the system and an appraisal of 
their quantitative significance : with the objective thus 
limited, no attempt has been made to put forward a 
particular point of view on the problems involved or to 
discuss the possible alternatives in the field of policy. 
But as the examination of the material has been neces¬ 
sarily detailed, it may be as well by way of conclusion to 
review the results of the survey, since they condition 
these problems and constitute the basis of any practicable 
policy. 

A restatement of fundamentals seems justified if only 
because they are so frequently disregarded. The basic 
data of the United Kingdom balance of payments at 
least should be sufficiently well known to obviate the 
need for extended comment, but even here it appears 
necessary to draw attention to the salient facts. It 
ought not to be possible to put forward as an explanation 
of current difficulties the view that the United Kingdom 
has lost all its overseas investments 1 and is now the 

1 " We have to face the loss of all our overseas investment!!. We now 
have to pay by the current products of this country for all the goods we requite ** — 
(Tbe Home Secretary. Mr. J. Chuter Ede, as reported is Hansard, 7th November 
1050, col. 817). The official Treasury assessment, “ some overseas assets remain ** 
(Cmd. 7863, para. 7), deserves record but not comment, 
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greatest debtor country in the world, 1 to explain the 
need for increasing exports by reference to a supposed 
loss of £200 million per annum of investment income, 1 
or to assign as a fundamental change in the balance of 
payments the reduction in shipping earnings.* Nor is it 
sufficient to say that the United Kingdom as a result 
of inflationary pressure is importing too much and ex¬ 
porting too little, if the implication be that the volume 
of exports is unduly small and that of imports unduly 
large. Yet since such statements are made, it is essential 
for a balanced estimate to give the evidence on these 
points : to show that the United Kingdom still possesses 
overseas investments with a probable value of at least 
£4000 million as against some £4500 million before the 
war, that on investment income account it is not a 
debtor and on a computation of capital values the net in¬ 
debtedness is relatively small, that income from overseas 
investments in 1945 was only slightly less, and in 1950 
was appreciably more, than in 1938, and that shipping 
income after the war was not smaller but greater than 
before the war. Equally doubtful is the suggestion that 
balance of payments disequilibrium is basically attribut¬ 
able to internal inflationary pressure, since this has 
not operated to restrict exports or increase imports if 
these be measured by pre-war standards of volume. 

1 “ The lose of external resources has fallen especially on Great Britain. 
Great Britain in fact has been transformed from the world’s greatest creditor 
into the world’s greatest debtor ’ — R G Hawtrey, The Balance of Payments 
and the Standard of Living, 1950, p 58 

* “ Our added requirements m production oompared with 1938-39 were 
. to make good the loss of £200 million annually of free imports due to the 

liquidation of our foreign investments ” — Sir S Cnpps aa reported m The 
Tunes, 8th March 1946 

* . (after the war) the foundations of the balance of paymenta of the 
United Kingdom had been violently disturbed . . . the volume and earning' 
power of her mercantile marine had been greatly reduced ” (italicsnot in original), 
— W. F. Cnek, The Sterling Area during and after ihe War, p. 8, Institute of 
Bankers, 1949 
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When all factors are taken into account, there seems some 
evidence to support the view that the balance of pay¬ 
ments of the United Kingdom after the war might be con¬ 
sidered fundamentally more satisfactory than in 1939. 1 

The facts of the payments problems of the overseas 
sterling area are less accessible, but, for an overall view, 
must be assembled so as to show the relationship of this 
sector to the system as a whole. It can then be seen how 
sterling is used not merely as the currency of the United 
Kingdom but also as the inter-regional currency of the 
sterling area and (in effect) the international currency of 
sterling countries. In discussion of the sterling problem, 
therefore, it is clearly inadequate to take account only 
of conditions prevailing in the United Kingdom. On 
visible trade alone the figures for the overseas sterling 
area are now (as before the war they were not) approxi¬ 
mately equivalent to those for the United Kingdom, and 
the former is therefore on a par with the latter as a factor 
in the balance of payments of the whole system. Further¬ 
more, if the sterling balances, the dollar deficit and 
European payments are taken as major problems of the 
sterling area, it is essential to consider them in the con¬ 
text of the whole network of sterling trade and payments. 
In the first case the generally accepted view as to the 
nature and effects of sterling releases e is seen to need 

1 “ It is now clear that a full employment policy at that time in the United 
Kingdom or in North America, by its effect on the volume of United Kingdom 
imports or on their prices, would quickly have shown that the balance of pay¬ 
ments of the United Kingdom in 1939 was in an even worse condition than in 
1949.” — Mr. Donald Gordon, Deputy Governor of the Bank of Canada, in an 
address in New York, 31st October 1949. 

* And the facts: ” There are limits to the British (sc. United Kingdom) 
ability to go on carrying and even increasing the burden of unrequited exports 
which have flowed out to India, Pakistan and Ceylon in settlement of sterling 
balanoes releases at the rate of £340 million in the four years 1940-49 ” (Econo* 
min, 2nd December 1950). In fact it will be found that United Kingdom 
trade with these three countries during this period was in the aggregate almost 
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revision when it is understood that these payments do 
not necessarily mean that sterling liabilities are ex¬ 
tinguished, but possibly only transferred from one 
holder to another, and that the effective demand they 
represent is not merely for United Kingdom goods or 
(possibly) dollar goods but for sterling goods or perhaps 
European goods. In the second case the nature of the 
problem (and of the appropriate remedies) can be 
realised only by showing that the overseas sterling area 
earns more dollars than the United Kingdom, yet has 
(by pre-war standards) a bigger dollar problem, although 
in terms of volume dollar exports have increased as 
much as dollar imports: it follows that attempts by 
the United Kingdom to economise dollar imports and 
expand dollar exports may be unavailing unless supported 
by similar measures in the rest of the sterling area. 
Finally, for Europe as for the other sectors, the forces 
which govern the value of sterling are generated not 
only in the United Kingdom but also in overseas sterling 
countries, whose surplus may offset a United Kingdom 
deficit: the whole sterling area therefore is the account¬ 
ing unit, at least where participation in the EPU is 
concerned. 

When the facts of these problems are set in the 
wider context, they are not easily reconciled with some 
current opinions. This is plainly apparent in discussions 
of the dollar problem. The trade figures do not support 
the view that before the war the United Kingdom dollar 
deficit on merchandise trade account was covered by the 
trade surplus of the rest of the sterling area, as the 
latter was in fact only about one-tenth of the former. 
The volume figures make it difficult to attribute the dollar 
deficit to a deficiency of exports or an excess of imports, 
since in 1948 the sterling area as a whole exported (in 
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terms of volume) at least 60 per cent more than before 
the war while the increase in imports amounted to only 
about 10 per cent. On the other hand, these facts rather 
diminish the force of the argument that the dollar gap 
could be closed by increasing the volume of exports: 
by 1948 an enormous increase in exports had been 
effected but the gap remained, and the extent of the 
further expansion in exports required to attain equili¬ 
brium was unknown. It seems significant in this con¬ 
nexion that not until 1960, when the dollar price of 
sterling products rose sharply, was the gap covered, for 
the first time since the war. 1 

An interpretation in terms of changing price levels 
appears to offer, in some respects at least, a more co¬ 
herent explanation of the known facts Three main 
aspects of this can be distinguished : the rise in prices 
which adversely affected creditor countries and bene¬ 
fited debtor countries; movements in the terms of 
trade ; and the fact that the price of gold did not rise 
pari passu with other prices. These in turn can be 
studied either by reference to the internal structure of 
the system or as applied to its external relations. 

In the first case the detailed study of the structure of 
the sterling area seems to show that the diversity of the 
various types of economy in it must imply for the system 
as a whole a certain lack of homogeneity On the one 
hand is the United Kingdom, predominant by reason of 
industrial development, and as a creditor on investment 
income account directly interested in a relatively low 
level of prices for primary products. On the other hand 
are overseas sterling countries which, being essentially 

1 The magnitude of thus change can be appreciated by reference to the 
United States price index for primary products (including jute* cocoa, rubber, 
tin and wool) this index averaged 226 for January-August 1942 and by 
October-December I960 had risen to 336, an increase of 50 per cent, 

M 
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agricultural in character, are chiefly interested in the 
maintenance of prices for primary products at a relatively 
high level, and, being mostly debtors, benefit also from a 
rise in general prices. The behaviour of the balance of 
payments is evidence of how these forces work in detail 
within the system. Before the war the deterioration in 
the international economic position of the United King¬ 
dom was masked by a favourable movement in the terms 
of trade represented by a fall in the prices of primary 
products ; on the other hand during this period balance 
of payments difficulties which necessitated exchange 
depreciation were encountered in primary producing 
debtor countries such as Australia and New Zealand, 
while in other cases such as South Africa, India and 
Ireland similar difficulties were avoided only by the fact 
that the gold resources of the two former countries and 
the external assets of the latter were sufficient to offset 
the effect of falling export prices. The reverse aspect 
became apparent after the war when debtor countries 
profited from the rise in prices while difficulties emerged 
in creditor countries or where (as in South Africa and 
Southern Rhodesia) the external position was mainly 
governed by the returns from gold production. 

The complex nature of the sterling area thus involves 
some difficulty in determining the basis of economic 
policy for the system as a whole, but it does not neces¬ 
sarily imply internal weakness : diversity may itself 
constitute an element of stability and strength, since it 
tends to lessen the impact of new forces, acting in this 
way as a kind of compensatory mechanism. Given the 
extent to which the economy of the United Kingdom is 
interlocked with that of the overseas sterling area, there 
is a quasi-automatic balance of loss and gain between 
the two sectors in a time of rapid change, forces which 
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adversely affect the former being of benefit to the latter: 
thus, to some extent at least, the payments schedules 
of the United Kingdom and the overseas sterling area 
do not develop independently but, as it were, recipro¬ 
cally. Within the system the compensatory mechanism 
seems to have been reinforced by developments such as 
the impairment of the creditor status of the United 
Kingdom with the concurrent tendency for debtor 
countries to move towards the attainment of creditor 
status : since the United Kingdom now supports a 
large burden of debt represented mainly by the sterling 
balances, it benefits as a debtor from rising price levels, 
but these adversely affect overseas sterling countries by 
reducing the real value of sterling assets. 

On the external side also it is easy to trace the basic 
importance of the rupture of established price relation¬ 
ships. The most notable instance is afforded by the 
figures for the dollar problem, which exemplify how 
the price factor could operate in different ways. Thus 
the available data on merchandise trade show that not 
only was the pre-war adverse balance on dollar account 
necessarily increased by rising prices but that it was 
further increased by a deterioration in the terms of 
trade. Two alternative hypotheses serve to bring out 
the significance of these changes. One relates the func¬ 
tion of gold in the sterling system to the fact that the 
dollar price of gold was unchanged at a time when the 
dollar prices of goods imported by sterling countries rose 
more than twofold : if the price of gold (which before 
the war could earn in dollars as much as two-thirds of 
the returns from all other dollar exports) had risen with 
the prices of other commodities, it would have approxi¬ 
mately covered the 1948 dollar trade deficit. The other 
hypothesis suggests that the part played by price 
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changes was in fact so considerable that without them 
there would have been no dollar trade problem: on 
this basis it has been computed that if sterling trade 
with the dollar area in 1948 had been at pre-war prices, 
the deficit, instead of showing a large increase, would 
have been smaller than before the war. 1 

In comparison with this type of change, the real 
changes which have taken place seem to have had in 
themselves relatively limited effects on the balance of 
payments. In some ways they were clearly important. 
The increase in the volume of exports in most sterling 
countries as a result of enlarged productive power implies 
a greater import potential measured in real terms, and 
this has in several cases been supplemented by increased 
command over real resources through the accumulation 
of large external reserves ; again, on the import side 
there were certain cases (such as Ireland and India) 
where a large increase in the volume of imports was not 
matched by a corresponding increase in exports. More¬ 
over, in the Colonies and other under-developed members 
of the sterling area there are development projects 
which may in time alter the economy to an extent which 
would affect external trade very greatly; in particular 
it may be noted that these countries have been in the 
past the largest dollar-eamers, and it seems possible that 
development plans, in so far as they increase income 
and imports, may reduce net dollar-earning capacity. 
But as yet the real changes themselves seem less import¬ 
ant than those effected by price changes. Thus the new 
debtor-creditor status of the United Kingdom and other 
sterling countries, in itself significant, must be related 
to current price levels : viewed in this way the wartime 
fall in the United Kingdom’s net investment income is 

1 ECA t Sterling Area Trade Patterns , vol 1 , p. 9. 
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seen to be inadequate as an explanation of balance of 
payments disequilibrium, while the improvement in the 
external position of sterling debtor countries 1 is attribut¬ 
able at least as much to higher price levels as to the 
reduction in overseas debt. Finally, it must be re¬ 
membered that for the system as a whole some of these 
real changes are merely internal transfers. More than 
one-half of the wartime reduction in the United King¬ 
dom’s overseas investments was in respect of sterling 
holdings which, viewed from another aspect, meant that 
countries in the overseas sterling area were relieved of 
debt to an equivalent extent; conversely, the sterling 
liabilities of the United Kingdom are for the most part 
the external reserves of other sterling countries. In the 
same way, the fact that the overseas sterling area after 
the war imported (in terms of volume) much more than 
before the war has to be set against the fact that the 
United Kingdom imported much less. On the whole, 
therefore, it can be said that changes of this kind have 
done no more than effect a shift in the centre of gravity 
of the sterling system. 

Even with these qualifications it remains true that on 
a purely monetary basis (and perhaps on a long-term 
view also) the new significance of the overseas sterling 
area is a factor of high importance in the working of 
the system,* and must be taken into account when 
assessing its viability. The breakdown of the overall 
deficit and the dollar deficit during the earlier post-war 
period shows the extent to which these must be attributed 
to overseas sterling countries and how marked in this 

1 Other the “ gold ” countries, which m this respect, as pointed out 
Above (p, 66 n.) a must be regarded as analogues of creditor countries. 

* Even in the internal economy of certain countries: thus Australian 
sterling balances had by 1951 become so large that the Commonwealth Baalc is 
said to have had more money out in the London short-loan market than all of 
the British u Big Five ” put together. 
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respect was the contrast with pre-war conditions, when 
in both cases the deficit of the overseas sterling area 
was relatively small. In the capital account, changes in 
the debtor-creditor status of several members of the 
overseas sterling area afford further evidence under this 
head. 

These new features should be related to the emer¬ 
gence of separate national currencies and the establish¬ 
ment of central banks in sterling countries. Such de¬ 
velopments, exemplifying as they do the trend towards 
decentralisation and autonomous policy, are essentially 
at variance with a system based on a uniform exchange 
control, a central reserve of hard currencies, and a com¬ 
mon policy designed to save dollars. When taken in 
conjunction with changes in the Commonwealth which 
have brought into being as independent political units 
such countries as India, Pakistan and Ceylon, it becomes 
evident that there is at least a possibility of conflicting 
aims and diverging policies. In existing conditions it is 
dear that there is only limited scope for directives from 
a central authority unless an attempt is made to har¬ 
monise the interests of member countries by ensuring 
that they participate fully in the formulation of policy : 
it is clear also that, even when policy has been determined 
and accepted, appropriate means of putting it into effect 
must be devised. It is perhaps doubtful whether 
machinery which is wholly adequate for this purpose has 
been yet set up and whether the need for joint study of 
specific problems, as well as for the regular and unre¬ 
stricted exchange of facts and figures, has been fully 
recognised. 
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THE UNITED KINGDOM’S OVERSEAS 
INVESTMENTS 

A realistic assessment of the United Kingdom’s 
overseas investments involves an attempt to show these 
holdings in terms of current values. For present purposes 
Government debt may (where the security is considered 
good) be taken at its nominal value, since it can be repaid 
at par, and in fact the market valuation (on the London 
Stock Exchange) of Dominion, Provincial and Colonial 
Government securities is fairly closely in accord with the 
nominal value ; on the other hand, market values should 
be assessed for equity holdings on the basis of their 
actual or prospective income-yielding capacity. The 
figures should also take account of direct investment as 
well as of securities quoted on stock exchanges. The 
published data available for an enquiry of this kind are 
reviewed in the following sections . 1 

(i) Sterling Area 

Inland. The United Kingdom appears to possess in Ireland 
assets of one kind or another which yield a considerable revenue : 
“ The value of Irish assets in external ownership, which consist 
for the most part of businesses, industrial shares and landed 
property, has advanced with the price level and must now be 
■regarded as a considerable offset to the present real value of the 

1 AD rains* in this Appendix are given in pounds sterling except in sec, (il>. 
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external assets owned by Irish nationals ”. 1 A recent estimate * 
suggests that the capital value of these assets might be assessed 
at about £175 million. Practically all appear to be in ster¬ 
ling area ownership, and a figure of £150 million may fairly 
be taken as representing the property of United Kingdom 
nationals. 

Australia. The Bank of England estimates 8 give the United 
Kingdom’s holdings of Australian public debt as £325 million. 
Private investment is considerable also, as the pre-war total ex¬ 
ceeded £200 million, which might now be valued as £300 million ; 
of this the United Kingdom share may be about £250 million. 
The post - war capital inflow included approximately £100 
million from the United Kingdom. On a conservative basis 
the United Kingdom’s total holdings may thus be valued at 
£650 million. 4 

New Zealand. The Bank of England estimates show United 
Kingdom holdings of public debt at £60 million and a recent 
estimate 5 gives the value of United Kingdom direct investment 
as £30 million. 

South Africa. United Kingdom holdings of public debt are 
small (£30 million) and the main point is the valuation of private 
capital investment. The Bank of England pre-war figure for 
this is only £100 (nominal) but as the return on it was nearly 
£15 million and as the Bank’s figures do not include non-quoted 
investments, the pre-war market value of the total private 
investment must have been about £200 million. Taking account 
of the large rise m market values since before the war and adding 
post-war mvestment, it seems reasonable to put United Kingdom 
holdings at about £400 million. 

India . Notwithstanding the repayment of the sterling public 
debt, the United Kin gdom still possesses large holdings of private 
capital investments in India : the results of the census of foreign 
investments taken by the Reserve Bank of India in 1948 show the 

1 IrelandLong Term Programme ., 1949-53, para. 10. 

1 Journal of Statistical and Social Inquiry Society of Ireland , vol. xnii. 

* United Kingdom Overseas Investments, 1938-48 (Bank of England, 1950), 

4 An estimate of quasi-official provenance (Nunmo, Australia and New 
ZealandDevelopments in Trade and Finance (Institute of Bankers. London, 
1948) gives nearly the same figure. 

4 New Zealand Monthly Abstract of Statistics, Oct. 1951. 
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market value of United Kingdom holdings in that year as £282 
million. 1 

Colonies. The public overseas debt of the Colonies exceeds 
£100 million ; nearly all is held by the United Kingdom. On the 
basis of the interest paid in 1938 (£12 million on quoted securities 
only), private investment might then have been valued at about 
£200 million; it is now probably worth much more. Adding 
private investment since the war (£50 million) and allowing for 
investment by the development corporations, the present total 
of investment holdings may be put (very conservatively) at some 
£400 million.* 

Other Sterling Countries. United Kingdom investments in 
Ceylon may be valued at approximately £100 million. 8 For 
Southern Khodesia, where the annual yield is about £5 million, 
the capital value may be put at about £75 million. 4 An approxi¬ 
mate figure of £25 million is taken to cover investment in Iraq, 
Pakistan and Burma. 6 


(ii) Dollar Area 

Changes in United Kingdom holdings of dollar investments 
can be traced by reference to the published figures for the balance 
of payments of Canada and the United States : a review is most 
conveniently effected in terms of dollars. 

Canada. Detailed information is available on the various 


1 Reserve Bank of India : Census of India’s Foreign Liabilities and Assets 
(1050). 

* “ I think we may safely say that the “ replacement oost ” at current 
prices of United Kingdom investment in British Tropical Africa might well 
amount to . . . £500 million.” — Mr. Frank Samuel, managing director of 
United Africa Ltd., in an address, Economic Potential of Colonial Africa*, 
1049. 

* The market value of external capital invested in Ceylon wag estimated at 
R&.1138 million in 1944 (Poet-War Development Proposals, Colombo, 1046)# 

* “ The United Kingdom has provided in loans raised in London and in 
private investments a sum of not less than £76 million and perhaps as much 
aa £100 million for investment in Southern Rhodesia sinoe 1045 ” {Southern 
Rhodesia ; A Field for Investment, issued by Government of Southern Rhodesia# 
1050); not all of this was new money, as some £24 million was needed by the 
Government for the purchase of the Southern Rhodesian raUways. 

* The Bank of England’s figures for nominal capital in 1840 are £18 million 
for Burma and £0 million for Pakistan ; Iraq is not separately specified# 
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classes of United Kingdom investment holdings in Canada; the 
figures are summarised below. 

UNITED KINGDOM INVESTMENTS IN CANADA 
(million dollars) 



1089 

1945 

1948 

1940 

Government securities 

453 

157 

81 


Railways 

1215 

800 

724 

.. 

Other public utilities 

89 

90 

69 


Other investments 

719 

697 

719 


Total 

2476 

1750 

1593 

1752 


Soubce : Canada,'6 International Investment Position, 1926 to 1949 (Dominion 
Bureau of Statistics). 

In these figures funded debt is shown at its nominal value; 
equities are shown at their “ book values ” (balance sheet valua¬ 
tion). At end-1948 the market values of United Kingdom port¬ 
folio holdings of Canadian stocks were stated to approximate to 
the book values, while in the case of United Kingdom direct 
investments in Canada, market values were in some cases appre¬ 
ciably higher than book values. On the other hand United 
Kingdom holdings of bonds payable in sterling are converted at 
the pre-war exchange rate. Taking all factors into account it 
may be that the 1949 figure of 1752 million dollars is a reason¬ 
able approximation to the market value of the total. 

United Stoles . The position as regards investment holdings 
in the United States is not so clear. At the outbreak of war the 
United Kingdom’s holdings of marketable dollar securities were 
valued at some 1000 million dollars; there were in addition 
direct investments with a liquidation value estimated at approxi¬ 
mately the same sum. 1 Both were heavily drawn on: by the 
end of 1941 the total of dollar securities was 460 million dollars 
(of which a large part was pledged against the RFC loan), and 
although direct investments totalled 950 million dollars, over 
half were pledged also. 8 The drain on dollar resources eased in 

1 International Transactions of the United States During the War , 1940-4$, 
p. 11S (XJ.S. Dept, of Commerce). 

1 But total United Kingdom assets (other than gold and dollar balances) 
in the United States were valued at nearly 13000 million in June 1041 (U.N., 
Balances of Payments , 1939-46 , p, 186). 
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1942 when, with the introduction of the Lend-Lease Programme, 
the cash procurement of war materials was virtually completed, 
and although later figures have not been published in detail, it 
was probably not necessary to liquidate the remaining holdings 
to any great extent: sales as accounted for above (600 million 
dollars) would in fact account for the greater part of the total 
(£203 million) known to have been realised during the whole of 
the war. 1 Post-war liquidation appears to have been negligible* 
As the total of nearly 1600 million dollars (securities plus 
direct investments) recorded as still held by the United Kingdom 
in 1942 remained substantially untouched in succeeding years, its 
market value must have increased very considerably : * an official 
memorandum issued by the United States Administration in 
1949 valued United Kingdom long-term investments in the 
United States at about 2000 million dollars. 8 This figure seems 
high, but as a market valuation it is consistent with the annual 
yield of more than 100 million dollars in both 1949 and 1960 (well 
over twice as much as the United Kingdom derived from its 
holdings in Canada); it is consistent also with the fact that the 
Bank of England estimate of interest in 1948 was greater than in 
1938. It thus seems unlikely that the market value of the total 
can be Icbs than £500 million and it might be as much as £700 
million. For present purposes the lower figure will be taken. 


(iii) Other Countries 


The market value of investment holdings in Europe, Latin 
America and the Far East must for various reasons, largely of a 
political character, be regarded as rather conjectural* 

Europe. Much of the investment in European countries may 
reasonably be regarded as good. The Bank of England estimates 
show a total of £176 million (nominal) for quoted securities, but 
some of this is attributable to Eastern Europe. The balance of 


payments figures give the return on investments in OEEC countries 
as about £10 milli on which might perhaps be capitalised at £160 


* Cmd. 6707. f 

* At the end of the war marketable securities were valued at nearly 600 
million dollars and direct investments at 500-900 million dollars (Eicon. J . 
September 1948, pp. 369, 370). 

* Quoted Financial Times, 27th August 1949. 
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million; this would not take account of about £100 million in¬ 
vested in Germany, on which no return was received. 

Latin America , The Bank of England estimates for quoted 
securities give a total of £300 million for Latin America at end of 
1049 ; this is arrived at after the sale of the Argentine railways 
(£260 million nominal) in 1948. On an income basis, however, 
it appears that the Bank’s estimates cover only about one-half of 
the total United Kingdom investment in South America. 1 The 
balance of payments figures show only £10 million received on 
account of investment in Western Hemisphere countries outside 
the dollar area, but it would be incorrect to value these invest¬ 
ments solely on the basis of their current yield, since in some cases 
(especially in Argentina) earnings were satisfactory, but owing to 
exchange restrictions could not be transferred : the Bank of 
England figures for 1948 included £200 million of investment 
mainly in South and Central America, on which the return was 
under 1| per cent. Other estimates show the nominal value of 
United Kmgdom investments in South America in 1949 at £660 
million. 2 On the whole it may be that a figure of about £400 
million should be taken to represent current values. 

Far East , There remains the very doubtful question of the 
value to be attached to investments in Far Eastern countries 
such as China and Japan. United Kingdom capital invested in 
the former country is considerable, holdings of quoted securities 
totalling about £40 million while direct investments were valued 
in 1941 at £124 million 8 (war losses assessed at £14 million would 
have to be deducted from this figure). Holdings of Japanese 
public debt exceed £40 million and other investments would 
bring the total to about £50 million ; accrued interest, say £20 
million, should perhaps be added in the former case. This gives 
a figure of over £200 million for the two countries, but it must be 
regarded as rather tentative. 

Other Countries . The return on investments in other countries 

1 Op. cit. p. 10. 

* South American Journal, issues of 21st January 1950 and immediately 
succeeding weeks; the figures given above are for capital on which interest was 
actually paid during the year and exclude considerable amounts on which no 
interest was received. 

* Hansard, 8th May 1950, col, 7. 
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appears from the balance of payments estimates to exceed £10 
million, which might represent a capital value of some £150- 
200 million. 

The detailed estimates given above may now be 
aggregated : the result is a total of £4200 million. The 
most doubtful constituent of this total is perhaps the 
figure for the Far East; as against this, in other cases 
a very conservative estimate has been adopted. 1 Taking 
account of all the factors known to apply, it seems 
reasonable to assign a minimum figure of £4000 million 
for the total. 

This is perhaps comparable with pre-war holdings of 
some £4500 million. The Bank of England figure for 
1938 is £3500 million (nominal value of quoted securi¬ 
ties) : this may not have been very different from the 
market value, especially since it includes a large amount 
(£1500 million) of public debt. The income recorded by 
the Bank was £155 million, i.e. £50 million less than the 
overseas investment income as shown in the balance of 
payments estimates : capitalised at 5 per cent, the 
income from investment not included in the Bank’s 
survey would represent the return on £1000 million. 

The two estimates permit of a rough cross-check. 
Subtraction of £1100 million (the total realised by war¬ 
time sales) from the pre-war estimate would give a 
figure of £3400 million, without allowing for any change 
in market values. If further sales (especially in Latin 
America after the war) are equated to new invest¬ 
ment and allowance is made for the rise in market 
values as well as for the increase in the sterling values 
of dollar securities as a result of devaluation, the 

1 Of. the figure for tropical Africa quoted above (p. 17fi n. 2); the figure of 
££00 million for South America quoted in Three Bank* Revtew, June 1049 and 
the exclusion of £100 million of investments in Germany. 
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estimate of approximately £4000 million for 1949-50 
seems justified. 

The available data may be assembled as under: 

ESTIMATED VALUE OF THE UNITED KINGDOM’S 
OVERSEAS INVESTMENTS 
(£ million) 



1938 

1949~50 

Sterling Area: 

Ireland 

100 

150 

Australia 

660 

660 

New Zealand 

160 

100 

South Africa 

300 

400 

India 

660 

300 

Colonies 

300 

400 

Dollar Area: 

Canada 

600 

600 

United States 

600 

600 

Rest of World : 

Latin America 

700 

400 

Europe 

260 

160 

China and Japan 

200 

200 

Total* 

4600 

42001 


* Including other 

t Including an estimate of £200 million for sterling countries not separately shown 






APPENDIX II 


DATA ON THE DOLLAR DEFICIT 

A summary of the statistical data available on the 
dollar balance of payments of the sterling area is given 
in the following sections. 


(i) 

In the absence of detailed official estimates of current 
payments for the sterling area as a whole, it is necessary 
to adopt the figures published by the United States and 
Canada for their transactions with the sterling area. 
These are integrated below with the signs reversed ( i.e. 
credits shown in the United States and Canadian esti¬ 
mates are shown here as debits, and vice versa). 

Complete figures for pre-war years are not available, 
but the statistics summarised in Chapter II, sec (iii), 
enable an approximate estimate of the position to be 
set out as under : 


STERLING AREA DOLLAR ACCOUNT: PRE WAR 
(million dollars) 

United Kingdom: 

Exports 300 

Imports S00 

Balance -500 


RSA: 

Exports 

Imports 

Balance 

1*1 


400 

350 

50 


[Mtitf, op #rtmf 
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All Sterling Area: 


Trade Balanoe 

-460 

Invisibles 

150 

Gold 

500 

Balanoe 

200 


More detailed figures are available for post-war 
years: 


STERLING AREA CURRENT DOLLAR ACCOUNT 

(million dollars) * 



1948 

U.8.A, Canada 

1949 

U S.A. Canada 

1950 

U,8 A Canada 

United Kingdom : 

Exports 

424 

287 

320 

300 

348 

399 

Imports 

661 

703 

720 

701 

517 

469 

Balance 

-237 

-416 

-406 

-401 

-169 

-70 

Interest 

32 

41 

48 

46 

107 

60 

Travel 

8 

3 

12 

6 

18 

12 

Freight 

-44 

-71 

-24 

-57 

26 

-29 

Other 

50 

-43 

71 

-33 

85 

4 

Total 

-191 

-480 

-299 

-439 

67 

-33 

RSA: 

Exports 

1032 

192 

869 

187 

1269 

244 

Imports 

1363 

293 

1180 

300 

822 

201 

Balanoe 

-331 

-101 

-311 

-113 

447 

43 

Interest 

-111 

-3 

-101 

-3 

-138 

-5 

Travel 

9 

3 

22 

2 

31 

1 

Freight 

-55 

-27 

-54 

-25 

-40 

-14 

Other 

13 

-1 

25 

4 

19 

1 

Total 

-475 

-129 

-419 

-135 

319 

26 

All Sterling Area 

-666 

-615 

-718 

-574 

386 

-7 


• Canadian figures for 1940-50 have not been converted to United States dollars. 

Source : Official estimates of the United States Balance of Payments 
(Survey of Current Business) and Canadian Balance of Payments (Statistical 
Summary of Bank of Canada ). 

These figures may now be combined with those for 
the gold output and the pre-war estimate to give the 
following statement: 





APPENDIX II 


183 


STERLING AREA CURRENT DOLLAR ACCOUNT 1 
(U.S. dollars million) 



Pre-war 

1948 

1949 

I960 

United Kingdom : 
Exports 

300 

700 

600 

750 

Imports 

800 

1400 

1400 

1000 

Trade Balance 

-500 

-700 

-800 

-250 

Invisibles 

150 

— 

50 

260 

RSA : 

Exports 

400 

1200 

1100 

1500 

Imports 

350 

1600 

1500 

1000 

Trade Balance 

50 

-400 

- 400 

5 ( H ) 

Invisibles 

t 

-200 

- 150 

-100 

All Sterling Area : 

Trade Balance 

-450 

-1100 

1200 

250 

Invisibles 

150 

- 200 

100 

150 

Gold 

500 

500 

500 

500 

Current Balance 

200 

-800 

-800 

stoo 


* Mgurt» refer to United States and Canada onh , t»ify are not, therefore, fully 
comparable with the figures for the dollar area glvin in the T nlted kingdom balance of 
payments estimates which comprise the Unit*d Stab (and dependencies), other American 
Account countries ol Central and South Ami non and the Philippines, and Canada 
1 Very small liuludid with the United Kingdom 


(ii) 

The official estimates for the dollar balance of pay¬ 
ments of individual countries are summarised in the 
following paragraphs. 

United Kingdom. The figures for the United Kingdom show 
the extent to which the very high adverse trade balance recorded 
in 1947 had by 1950 been brought under control, by means of a 
severe restriction of imports. The high level of Government 
expenditure in dollars during the immediate post-war years has 
ceased and the other invisible items have, oil the whole, developed 
favourably : by 1950 invisible credits equalled invisible debits 
In some years capital items have been an important constituent 
of the total. 
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UNITED KINGDOM DOLLAR BALANCE OF PAYMENTS 
(U.S. dollars million) 



1946 

1947 

1948 

1949 

1960 

Exports 

396 

512 

775 

692 

886 

Imports 

1565 

2279 

1623 

1600 

1200 

Balance 

-1169 

-1767 

-848 

-908 

-314 

Interest 

42 

32 

31 

20 

42 

Shipping 

-44 

-55 

-2 

10 

24 

Travel 

-19 

-16 

18 

54 

48 

Government 

-98 

-244 

8 

-5 

— 

Current Balance 

-1328 

-2301 

-1061 

-1109 

-300 

Capital 

56 

-372 

-211 

52 

477 

Total 

-1272 

-2673 

-1272 

-1057 

177 


Source : Cmd. 8201, 8379. 


The greater part of this deficit was financed by 
external assistance as follows (U.S. dollars million) : 



1040 

1947 

1948 

1949 

I960 

U.S. and Canadian Loans 

1123 

3273 

352 

116 

45 

ERP Aid 

— 

— 

682 

1132 

705 

IMF Drawings 

— 

240 

60 

— 

— 


Ireland . The official estimates of Ireland’s dollar payments 
and receipts are notable chiefly for the almost complete absence 


IRELAND : DOLLAR BALANCE OF PAYMENTS 
(£ million) 



1947 

1948 

1949 

196C 

Exports 

— 

— 

1 

I 

Imports 

34 

14 

21 

27 

Balance 

-34 

-14 

-20 

-26 

Remittances 

3 

3 

3 

5 

Tourists 

2 

3 

3 

5 

Current Balance 

-29 

-9 

-15 

-16 

Total Deficit 

-28 

-8 

-14 

-15 

ERP Aid 

— 

— 

17 

21 


Socbos : Irish Trade Journal; ERP Aid figures from Cmd. 8201. 
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of visible dollar exports : invisible credit items are, however, 
appreciable, and the Long Term Programme submitted to OEEC 
contemplated almost a twofold increase in dollar receipts from 
tourists. This programme, however, was framed on the basis of a 
dollar deficit of over 50 million dollars for 1953. ERP Aid has 
covered the deficit in recent years. 

Australia. The Australian official estimates show a con¬ 
tinuous reduction of the deficit from the high figure of 200 million 
dollars recorded in 1947-48. This was attained largely by re¬ 
stricting dollar imports and in part through an inflow of capital; 
dollar exports did not increase until 1950-51 when, however, the 
increase (mainly on account of sales of wool to the United States) 
was sufficient to yield a large favourable balance on trade account. 
Details are as follows : 


AUSTRALIA : DOLLAR BALANCE OF PAYMENTS 
(U.S. dollars million) 



1946-47 

1947-48 

1948-49 

1949-60 

1950-61 

Exports 

170 

129 

132 

137 

374 

Imports 

189 

275 

181 

173 

176 

Balance 

- 19 

- 146 

-49 

-36 

198 

Gold 

30 

30 

30 

30 

30 

Freight 

- 35 

- 43 

-27 

-24 

- 26 

Interest 

- 18 

-17 

-19 


-18 

Current Balance 

-61 

-197 

81 

-70 

153 

Capital 

35 

31 

8 

52 

-48 

Total 

-26 

-166 

-73 

-18 

105 


Source : The Australian Balance of Payments (Commonwealth Statistician). 
The estimates as published therein have been adjusted by including figures for 
gold production and excluding undistributed income of dollar companies. 


New Zealand. The dollar problem in New Zealand is of smaller 
dimensions than in Australia. As in the latter country, and for 
much the Bame reasons, the more recent figures show a surplus. 
The official estimates of the New Zealand Reserve Bank are as 
overleaf. 
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NEW ZEALAND: DOLLAR BALANCE OF PAYMENTS 


(U.S. dollars million) 


Exports 

Imports 

Balance 

Invisibles 

Total 

1947 

37 

118 

-81 

-4 

85 

1948 

35 

74 

-39 

-4 

-43 

1949 

30 

72 

-42 

-10 

-53 

1950 

76 

50 

26 

-5 

21 


Source : New Zealand Reserve Bank Report , 1950-51. 


South Africa. The available details of the South African 
dollar deficit may be summarised as under : 

SOUTH AFRICA . DOLLAR DEFICIT 
(£ miUion) 



Trade 

Current 

Invisibles 

Other 

Invisibles 

Total 

Gold 

Ontput 

1946 

54 

16 

4 

-74 

102 

1947 

-113 

43 

- 3 

-159 

97 

1948 

-139 

-22 

-3 

-164 

99 

1949 

-93 

- 16 

3 

106 

114 

1950 

-37 

-13 

11 

-39 

147 


Source : Quarterly /Statistical Bulletin of South African Reserve Bank. 

This was much the largest deficit recorded by overseas sterling 
countries, and at least in 1947-48 exceeded by a wide margin the 
value of the South African gold output. To cover it the Union 
drew on the dollar pool in 1947 to the extent of £19 million net 1 
and in 1948-49 (after ceasing to be a member of the dollar pool) 
drew heavily on its own gold resources. In 1950, however, 
mainly because of a heavy reduction in dollar imports, the deficit 
was relatively small and absorbed only a minor part of the current 
gold output. 

Southern Rhodesia , Chiefly by means of gold, Southern 
Rhodesia is usually able to balance its dollar account. The net 


1 S.A. Journal of Economics, l.c . 
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balance in respect of United States and Canadian transactions 
(including invisibles) has recently been as under (£ million); 



Balance 

Gold 

Total 

1949 

-2-9 

5-4 

25 

1950 

- 1-2 

6-3 

5*1 


India. The official Indian balance of payments estimates 
include a statement for hard currency countries as under : 


INDIA: BALANCE OF PAYMENTS FOR HARD 
CURRENCY AREA 
(Rs. crores) 



Exports 

Imports 

Balance 

Invisibles 

Total 

1947* 

137 

208 

71 

- 9 

-80 

1948 

137 

177 

-40 

- 2 

43 

1949 

12G 

172 

-46 

7 

-53 

1950 

171 

140 

31 

- 1 

29 


* Undivided India 

Sources : 1947, IMF ; other years, Reserve Bank of India. 


The coverage of these figures varies, including at different 
times Sweden, Switzerland, Argentina and Japan : in 1949 there 
was a deficit of Rs.38 crores with the United States and Canada, 
while in 1950 there was a surplus of Ks.14 crores with the dollar 
area and a small surplus with Japan. 

According to an official statement on India’s transactions 
with the dollar pool, the net out-turn of all items (expressed as 
withdrawals from or contributions to the pool) was as follows : 



1/ H $ million 

1948 

-96 

1949 

- 69 

1950 

79 


Source : Indian Kecord, 14th February 1951. 


Pakistan. Details of the dollar balance of payments show 
that, notwithstanding a small surplus on account of private trade, 
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Pakistan for the years 1948-50 was in deficit on dollar account as 
a result of a large adverse balance on Government transactions. 
Figures are as under : 


PAKISTAN : DOLLAR ACCOUNT 
(Rs. crores) 



1948 

1949 

1950 

Balance of trade 

6 

1 

4 

Government account 

-8 

-16 

-7 

Other 

-1 

— 

2 

Total 

-3 

-15 

-5 


Source : Pakistan Ministry of Finanoe. 


Ceylon. The figures for the dollar trade of Ceylon show large 
variations. Although normally one of the biggest dollar earners 
in the sterling area, there was a deficit in 1947, but the surplus 
was restored in the following year, mainly by restricting imports. 
The effects of the trade recession in 1949 are clearly apparent in 
a heavy reduction of the surplus, but this was restored by the 
sharp rise in rubber prices during 1950. 

CEYLON : TRADE WITH DOLLAR AREA 
(Rs. million) 



Exports 

Imports 

Balance 

1938 

46-1 

5*7 

40-4 

1947 

183-2 

186-2 

-3-0 

1948 

2130 

85-7 

127 3 

1949 

166-8 

98-1 

68-7 

1950 

441-4 

62-4 

379-0 


Source : Central Bank of Ceylon, Annual Report, 1950. 


Invisible dollar items are small, net debits on this account 
totalling 12 million rupees in 1949 and 18 million rupees in 1950. 

Colonial Territories. As in the case of Ceylon, the dollar 
earnings of the colonial territories have fluctuated considerably 
in recent years. The official estimates are given on the next page, 
together with the figures for gold sales by the colonies to the 
United Kingdom. 



APPENDIX II 


189 


DOLLAR EARNINGS OF COLONIAL TERRITORIES 
(U.S. dollars million) 



Dollar 

Surplus 

Gold 

Sales 

Total 

1946 

110 

24 

134 

1947 

7 

22 

29 

1948 

164 

27 

191 

1949 

149 

27 

176 

1960 

376 

27 

403 


Souboe • Cmd 8201, 8379 


Foreign Members. The dollar deficits of the foreign members 
of the system are small: the largest, that of Icoland, was, during 
the years shown, covered either by its own dollar resources or by 
means of ERP Aid. The figures for the adverse balance on dollar 
trade account are as follows : 



Burma 

Iceland 

Ir *q 

Total 



(US dollar* million) 


1947 

- 6 

-16 

10 

-31 

1948 

-3 

8 

_ 1 

-12 

1949 

-1 

-7 

- 6 

- 14 

I960 

- 

o 

6 

4 


(iii) 

Estimates for the dollar surpluses or deficits of indi¬ 
vidual countries may now be aggregated as follows : 


DOLLAR ACCOUNTS OF STERLING COUNTRIES 
(U.S dollars million) 



1947 

1948 

1949 

I960 

United Kingdom 

- 2673 

-1272 

- 1057 

177 

Ireland 

-113 

-32 

-52 

42 

Australia * 

-56 

-196 

-103 

-48 

New Zealand 

-85 

-44 

-53 

21 

South Africa 

-641 

-661 

390 

- 109 

India 

Pakistan 

| - 23811 

- 96 
-9 

-69 

-46 

79 
- 14 

Ceylon 

-u 

35 

18 

55 

Colonies 

7 

164 

149 

376 


• Figures for 12 months ended June of year stated 
t Deficit with U.S only X Trade figures only 
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The figures shown here are gross, i.e. do not include receipts 
from external assistance (dollar loans, ERP Aid or IMF drawings) 
or the proceeds of gold sales. An alternative presentation, taking 
all the above factors into account, is shown below: this affords 
an indication of the size of the contributions to or withdrawals 
from the dollar pool. 


THE HOLLAR POOL 
(U.S. dollars million) 



1947 

1948 

1949 

I960 

United Kingdom 

840 

-182 

191 

927 

Ireland 

-113 

-32 

11 

17 

Australia * 

- 54 

-164 

73 

31 

New Zealand 

-85 

-44 

53 

21 

South Africa 

-80 

t 

+ 

i- 

+ 

+ 

India 

j - 23811 

-96 

-69 

79 

Pakistan 

9 

-46 

-14 

Ceylon 

-1§ 

35 

IK 

55 

Colonies 

29 

191 

176 

403 


* Figures shown for 1947-49 are for 12 months ended Jun< ol year stated 
t Doflcit with U.S. only. 

X Not a member of the dollar pool, though contributing to it considerable 
amounti) of gold : see infra, sec. (iv) 

§ Trade figures only 


Some features of the latter table may be briefly noted : 

(а) When account is taken of external assistance, the United 
Kingdom is seen to be the largest contributor to the pool over the 
period shown. 

(б) The extent of the drain on the pool by the overseas sterling 
area in 1947 is clearly apparent : this was the more serious in 
that the net contribution of Ceylon and the Colonies (taken to¬ 
gether) was very small. 

(c) The figures for 1950 are in striking contrast. Even apart 
from ECA assistance, the United Kingdom was in surplus on 
dollar account, the Irish deficit was covered by ECA loans, and 
all other members except Pakistan were in surplus. This was 
true not only of India, which before the war was a dollar earner 
but had after the war become heavily in deficit, but also of Aus¬ 
tralia and New Zealand, which before the war showed a deficit on 
dollar account. 
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(iv) 

The United Kingdom replenishes the dollar pool by 
means of purchases of gold from the gold-producing 


UNITED KINGDOM PURCHASES OF GOLD FROM 
STERLING COUNTRIES 
(U.S dollars million) 



Colonies 

\iibtra)ia 

8 Rhodesia 

S Africa 

Total 

1946 

24 


17 

280 

334 

1947 

22 

20* 

17 

280 

342 

1948 

27 

30 

17 

150* 

222 

1949 

27 

30 

17 

160* 

234 

1950 

27 

30 

17 

200* 

281 


* Derived flgun 

Soubce Total and Colonies iigure from Cmd 8201 and 8379 Australian 
figures for 1948-50 and Southern Rhodesian figures throughout represent 
nearly tho whole of the production of those countries sold under agreement to 
the Bank of England South African figures for 1946-47 are the amounts 
specified in the agreement for those years, the 1948 figure does not include 
tho gold loan of £80 million 

countries of the sterling area * the amount so purchased 
in recent years is shown above with figures (m some cases 
estimated) of the sources from which it was drawn. The 
most recent figures for South Africa do not repiesent a 
net gain of gold to the full amount shown, since they are 
to some extent purchased with dollars: the net gain 
was 55 million dollars in 1949 and 188 million dollars 
in 1950. 

The United Kingdom’s gold and dollar reserves are generally 
referred to as the central reserves of the sterling area. They are 
m fact the operating reserves of the system, replenished by means 
of the pooling system or gold purchases and drawn upon by 
those members who are in deficit on dollar account. Members of 
the overseas sterling area possess also certain domestic gold 
reserves which (except in the case of South Africa) have not been 
drawn upon in recent years ; these are as overleaf: 
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GOLD HOLDINGS OF STERLING COUNTRIES 
(U.S. dollars million) 



1938 

1947 

1948 

1940 

1960 

Ireland 

10 

17 

17 

17 

17 

Australia 

6 

88 

88 

88 

87 

New Zealand 

23 

23 

23 

27 

29 

South Africa 

220 

762 

183 

128 

197 

India 

274 

274 

266 

247 

247 

Pakistan 



14 

27 

27 


Source : IMF. 


The gold reserve position varies a good deal as between 
individual member countries. Australia at one time held much 
larger stocks (175 million dollars in 1930) but drew on them 
heavily to meet balance of payments deficits and exhausted 
them by 1933 ; in 1951 Australia ceased to sell newly mined gold 
to the United Kingdom, first retaining the output in order to 
build up domestic reserves, and later selling all of it for dollars at 
the free-market price. On the other hand, Ireland held no gold 
until 1938, when a small amount was acquired as an emergency 
reserve. It has been pointed out (p. 34) that the effective gold 
stocks now at the disposal of the Government of India must be 
regarded as being very much larger than the relatively small 
holdings of the Reserve Bank. Ceylon in 1951 began to build up 
an independent gold and dollar reserve, and for this purpose the 
equivalent of £4 million was transferred from the United Kingdom 
gold and dollar reserve to the Central Bank of Ceylon ; in the 
same year a similar amount was made available to Pakistan for 
the same purpose. 


THE END 
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